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PREFACE 
Sine ve years ago the Academy of Political 


Science was concerned with the effect of war upon 
the nation’s economy. At that time many aspects of 
the problem were novel. Never before had industrial capi- 
talism in the United States been subjected to the impact of 
military operations on so wide a front. It was not surprising, 
therefore, that many prognostications had to be revised in the 
light of experience. Against the background of that ex- 
perience, both as neutral and belligerent during the World 
War, Americans are now setting the question of the effect of 
the present European hostilities upon our policies concerning 
money, materials, men and morale. Parallelism in history is 
often deceptive, yet the economists and publicists responsible 
for this volume of essays have found much in the economic and 
financial annals of the last war to help us make decisions in 
the days of troubled neutrality which apparently lie ahead. 
The papers and addresses, here presented under the title of 
“The Effect of the War on America’s Idle Men and Idle 
Money ”’, comprised the program of the Academy for its Fifty- 
Ninth Annual Meeting, held at the Hotel Astor in New York 
City on November 15, 1939. The Committee on Program 
and Arrangements, modifying its plans to meet changes in the 
European situation, was fortunate to secure a group of scholars 
and commentators so well qualified to discuss special phases 
of the general topic. The officers of the Academy wish to 
express their thanks to those speakers, as well as to the Com- 
mittee on Program and Arrangements, the membership of 
which is here recorded: John W. Davis (Chairman), Miss 
Ethel Warner (Director), Earle Bailie, W. Randolph Burgess, 
Frederic R. Coudert, Lewis W. Douglas, Leon Fraser, Charles 
R. Hook, Pierre Jay, Thomas W. Lamont, Sam A. Lewisohn, 
Roswell C. McCrea, Charles Merz, Wesley C. Mitchell, 
Shepard Morgan, William L. Ransom, Gordon S. Rentschler, 
Alfred P. Sloan, Jr., George A. Sloan, Edward R. Stettinius, 
Jr., Juan T. Trippe, John H. Williams, Leo Wolman, Owen 
D. Young. 
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PART I 


THE RECOVERY PROBLEM UNDER WAR 
INFLUENCES 


INTRODUCTION* 


W. RANDOLPH BURGESS, Presiding 


Vice-Chairman of the Board, National City Bank of New York 
President of The Academy of Political Science 


“4 NAHE subject of this Annual Meeting of the Academy of 
Political Science—and I may say in passing that this 
is its fifty-ninth year of holding these meetings—is 

“The Effect of the War on America’s Idle Men and Idle 
Money’. I think I shall tell you a secret of program mak- 
ing. These programs are always made, of necessity, well in 
advance. This program started as simply “Idle Men and 
Idle Money”. And then came the war. That changed our 
whole approach. Of course, this is not the first meeting that 
the Academy has held in recent years on the broad topic of 
recovery. We have been at that for almost ten years, and in 
our recurring meetings it has been the subject that people 
wanted most to discuss. But for the first time this general 
topic is given an entirely new approach and a new point of 
view. 

The morning session has the broad title “ The Recovery 
Problem under War Influences”. The first paper is a general 
look at the problem, “The Present Nature of the Recovery 
Problem”. The speaker is known to all of you through his 
writings, and through his distinguished position as professor 
at Harvard. He wrote what to my mind is one of the best 
books on the recovery problem two or three years ago and has 
an article in the current Atlantic Monthly, which some of you 
have read. 

I take great pleasure in introducing Sumner H. Slichter of 
Harvard University. 


* Opening remarks at the First Session of the Annual Meeting. 
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THE PRESENT NATURE OF THE RECOVERY 
PROBLEM 


SUMNER H. SLICHTER 


Professor of Business Economics, Harvard University 


I 
NOR the time being the development of a war boom seems 


to have been checked. Possibly the fear of consumer 

resistance to higher retail prices (memories of 1936- 
1937 are still fresh), uncertainty concerning the duration of 
the war, and the many deterrents to investment which have 
retarded recovery up to now and are still in existence will 
prevent the development of a war boom. The danger, how- 
ever, cannot be over so long as the war lasts and our own 
armament program is expanding. It is accentuated by the 
possibility that even a moderate expansion of demand may 
detonate a broad attempt by industry to catch up on the de- 
ferred maintenance of the last ten years, by the prospect that 
an expansion of employment will create a housing shortage in 
many localities, and by the vulnerability of our economy to 
increases in costs, particularly labor costs. Our present need 
is to take a long-range view of the recovery problem and to 
manage any temporary spurt in such a manner as (1) to 
minimize the shock of the inevitable let-down, and (2) to 
facilitate the resumption of recovery after the temporary spurt 
is over. This involves: (1) avoiding a substantial rise in 
the price level; (2) avoiding large increases in costs; (3) 
preparing a cushion for the inevitable let-down; and (4) 
raising the propensity to invest. 


II 


The case against a substantial rise in prices is obvious. Not 
only does the rise generate the kind of business activity which 
is essentially temporary and subject to sudden and severe 
contraction, but it induces an expansion of short-term debts 
that accentuates the subsequent recession, and, most important, 
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it produces increases in costs that persist for years after the 
high prices have collapsed. In so far as business wishes to 
prevent a general increase in costs, it has an interest in avoid- 
ing a rise in prices. 

A fairly substantial rise in wool, leather, linen and many 
imported articles is probably inevitable. A moderate ad- 
vance in corn, hogs or wheat from the low levels of midsum- 
mer need not be disturbing. The danger of a broad spiral of 
price increases springs from the fact that, during ten years of 
depression, investment and replacements have been low,’ and 
from the additional fact that the number of skilled workmen 
in the country is at least 13 per cent below 1930, and may be 
as much as 20 per cent below.* A sudden attempt by industry 
to catch up on replacements on a large scale would produce 
bottle necks, particularly if accompanied by large buying by 
belligerents and by our own army and navy. For example, 
a large simultaneous demand for light and heavy steel 
products may reveal a bottle neck in the blast furnace capacity 
of the steel industry. This capacity has declined from about 
46.2 million tons in 1926 to 44.8 million in 1937. The rail- 
roads are another possible bottle neck. Although the freight 
car mileage per day in 1937 was 32.9 miles as against 30.4 
miles in 1926, the aggregate capacity of all freight cars in 
1937 was 19.1 per cent below 1926, and 18.6 per cent below 
1929. Car shortages, especially of gondola cars, were barely 
escaped this fall. 

The problem of avoiding bottle necks raises questions of 
great importance and interest. First of all, it indicates the 


1 During the nine years ending in 1939, expenditures on plant and equip- 
ment by private industry were 35.5 per cent below the nine years ending 
in 1920. 

2 In 1930, 5,955,000 persons were classified by the Census as skilled workers. 
Of these, 843,000 were fifty-five or more years of age in 1930, and may now 
with few exceptions be regarded as retired or dead. Of those under fifty-five 
years in 1930, approximately 406,000 have died, and an equal number or more 
have been promoted to foremanships or other supervisory positions or have 
gone into non-industrial occupations. A gross loss of 1,655,000 from the 
skilled force of 1930 is probably an understatement. The number of replace- 
ments is not known, but it is probably not more than half of the losses. 
Consequently, today there are probably not more than 5,100,000 skilled work- 
ers in all classifications. 
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need for a study of productive capacity and probable demand 
in order to discover possible danger spots. If the danger is 
foreseen, much can be done to prevent it. Second, it suggests 
the need for greatly expanding the training of skilled men. 
With the present supply of skilled men, probably not more than 
half of 8,500,000 unemployed can be absorbed by industry 
without creating many shortages of skilled workers that would 
start an upward spiral of costs and prices. Third, it indicates 
the importance of prompt contraction of government expend- 
itures in some directions in order to offset expansion of ex- 
penditures on armaments. Fourth, it raises the question of 
the possibility of spreading our own rearmament program over 
a fairly long period of time. Here there may be conflict be- 
tween military and economic considerations. Where speed is 
not imperative, it is important that armament expenditures 
be expanded gradually. On this point I am fearful that no 
one in authority will dare take the political risk of adequately 
representing our economic interests against the military. 
Fifth, the danger of bottle necks suggests that it may eventual- 
ly be desirable to request foreign governments to limit their 
orders for some types of equipment. This obviously will de- 
pend partly upon our own armament requirements. Sixth, if 
by next summer the danger of bottle necks should be acute, 
it may be desirable to postpone changes in automobile models 
from 1940 to 1941. This would not only economize the sup- 
ply of tool and die makers, but it would cause a postponement 
of a considerable amount of automobile buying for at least a 
year. Finally, if and when bottle necks should threaten at 
many points, the encouragement of restrictions on consumption 
would be indicated. The much-needed higher taxes on the 
middle income brackets would accomplish some limitation of 
consumption, but probably not much. A drive to expand the 
purchases of United States Savings Bonds by millions of wage- 
earners would be mildly helpful in case business expansion 
shows signs of producing a spiral of price increases. It 
would be particularly helpful if combined with a decision by 
the automobile industry to make no model changes in the fall 
of 1940 or 1941. 
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III 


The activity induced by recovery, by the war, and by our 
armament is likely to induce movements for higher wages. 
These movements will be accentuated if there is an appreciable 
rise in the cost of living, but they will accompany increased 
business activity quite regardless of changes in living costs. 
There are about 4,000,000 workers in the country who are 
employed in plants where new unions are struggling to survive. 
Many of these new unions are having trouble collecting dues 
and are badly in need of an issue to increase the interest of 
their members and to attract new members. Consequently, 
the leaders will take advantage of any important gain in busi- 
ness activity to demand higher wages. 

A substantial rise in costs would go far to defeat the ef- 
forts to prevent a substantial rise in prices. Furthermore, an 
advance in labor costs would carry over into the post-war 
period and would accentuate the problem of producing re- 
covery from the post-war let-down. Mr. Keynes and his fol- 
lowers might deny this. According to Mr. Keynes, wage 
costs are related to incomes in such a way that higher wages 
raise incomes and commodity prices rather than limit produc- 
tion and employment.* But Mr. Keynes is thinking of a self- 
sufficient economy rather than a national economy competing 
in a world of other national economies.‘ 

If high costs cannot be counted on to produce correspond- 
ingly high incomes, the problem of costs during a war and 


8 Strictly speaking, a rise in the price of labor, according to Mr. Keynes, is 
equivalent to a rise in the rate of interest and affects employment only by 
raising the rate of interest. 


*I do not believe that Mr. Keynes’s conclusion concerning the relationship 
between costs and income holds even in a self-sufficient economy. Certainly 
it does not hold under conditions as they actually exist. If one compares 
wage-income relationships between post-depression and pre-depression years 
(1926 and 1936, for example), one finds that wages had risen in manu- 
facturing as much as 10 per cent and in other fields somewhat less, but that 
the income of employees had dropped from $49.3 billions to $41.9, or about 
14 per cent. The explanation seems to be that the income of employees 
depends partly upon the volume of investment and that the volume of 
investment depends, among other things, upon the relationship between prices 
and costs. In 1936, with corporate profits 40 per cent below 1926, the total 
expenditures by industry on plant and equipment were nearly one third less 
than in 1926, and the net investment was 50 per cent less. 
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armament spurt raises important questions of public and 
managerial policy. Ever since 1933 it has been part of the 
public policy of the country to impose higher costs upon in- 
dustry. This policy is reflected in the N. R. A., in the Walsh- 
Healey Bill, in the Social Security Act, in the Wagner Act, 
and the Wage-Hour law.® In formulating its policy toward 
costs today, the government needs to take account of two prin- 
cipal facts. One is that costs are already high relative to 
prices. This is indicated by a comparison of 1936 or 1937 
with any year in the twenties. In 1937, for example, the gross 
income of the corporations of the country was almost the same 
as in 1926—$142.0 billions in 1937, and $142.1 in 1926— 
but corporate profits in 1937 were 42.3 per cent below 1926. 
In 1926, nearly three out of five (56.7 per cent) corporations 
made money, in 1937 only two out of five were in the black. 
Corporate profits in 1937, the most active year of the recovery, 
were over a billion below the year of depression, 1924. The 
second fact of which the government should take account is 
that American industry will probably be compelled in post- 
war years to compete with countries with substantially de- 
preciated currencies. The British pound is now below $4 and 
will probably remain low after hostilities cease. It is true 
that the competitive power of Britain and other foreign coun- 
tries may be limited after the war by lack of equipment, by 
high operating costs, and possibly by social unrest. Never- 
theless, conservative policy requires the United States to as- 
sume that its ability to do business in large volume after the 
war will depend upon its success in offering goods at moderate 
prices. 

In view of the high level of costs today and the uncertain 
currency situation, it is advisable for the government to throw 
its influence against increases in operating costs. This implies 
a sharp reversal of one of the major public policies of the last 
six years. Among other things, the problem of costs suggests 
the advisability of modifying the Wage-Hour law to make 


5 Until the winter of 1936 and the spring of 1937, it was also the policy of 
the government to raise the general price level. President Roosevelt’s 
announcement in April 1937 may be taken as marking the abandonment of the 
price-raising policy except for selected groups of prices, such as agricultural 
products. The abandonment of the price-raising policy by the government 
was undoubtedly wise, but the government has been slow to see that the change 
in its policy toward prices required a change in its policy toward costs. 
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penalty overtime begin after forty-eight hours instead of forty- 
two. The decision on this point hinges upon whether the 
immediate determinant of wages is competition of employers 
for men or the pressure of workers for higher earnings. If 
the latter, the payment of penalty overtime will reduce the 
pressure for higher wage rates while permitting the men to 
make substantial increases in their earnings. This would in- 
dicate that the law should not be changed. If, on the other 
hand, it becomes evident that penalty overtime after forty- 
two hours is causing employers to raise their bids for labor, 
then the beginning of penalty overtime should obviously be 
raised to forty-eight hours. 

Since wage rates advanced during the war will be reduced 
with great difficulty after the war, American business men will 
be wise to make wage concessions in the form of temporary 
adjustments which do not disturb permanent rates. Such ar- 
rangements were not attractive to trade unions in the last war. 
Nevertheless, they are sound in principle, because there is no 
reason why a temporary spurt in business should produce a 
large semi-permanent increase in wage costs.° The difficulties 
experienced by unions in the post-war wage adjustments of 
twenty years ago may make the older unions susceptible to 
proposals for temporary war bonuses based upon cost of living 
or profits. At any rate, it is important for employers to in- 
duce unions to review realistically their experience during the 
last war and to choose wage policies which will avoid a repeti- 
tion of those difficulties. 

The prospect that any spurt induced by war and armaments 
will be temporary creates the need for planning for the 
eventual drop in demand. After the World War a cushion 
was provided in the main by automobiles and housing. Al- 
though the production of cars dropped from 2,227,000 in 
1920 to 1,682,000 in 1921, the low point was far above the 
569,000 cars produced in 1914 and the 970,000 produced in 
1915. In 1920, expenditures on housing dropped slightly to 
$1.66 billions from $1.74 billions in 1919. Even this was far 
above 1914. By 1921, expenditures on housing were nearly 
$2.0 billions and by 1922, $3.4 billions. 

®The increase would not, of course, be “permanent” in most industries 
because improvements in technology would gradually reduce labor costs. 
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It is difficult to make plans for the post-war adjustment be- 
cause no one knows now what kind of a world will emerge 
when hostilities cease. It is safe to assert, however, that the 
best protection against unforeseen changes and certainly the 
best protection against a sharp recession after a war spurt is the 
development of many new and cheap products. This means 
an ever greater expansion of industrial research. There is 
no reason why both automobiles and housing should not again 
be important cushions against a post-war drop. In the case 
of automobiles, the cushion could be created by postponing 
model changes. No change in the fall of 1940, for example, 
would cause a considerable postponement of demand until 
1942. If, in the summer of 1941, a war boom were well under 
way and the end of the war were not in sight, a second post- 
ponement in model changes would shift considerable demand 
until 1943. If the industry could not be induced to postpone 
model changes, the government might employ the device of 
a temporary additional excise tax terminable at the end of the 
year. It is particularly important that the country be ready 
by the time of a post-war recession to spend large amounts on 
housing. Since the demand for housing appears to be elastic 
at the margin (probably because new housing is in competition 
with old) expenditures on housing will be increased by re- 
ductions in the selling prices. Cheaper housing is largely a 
matter of technological advance. However, there is danger 
that a war spurt will defeat the efforts of technology to cut 
housing costs. If expansion of employment produces a hous- 
ing shortage in many cities and with it rising rents, building 
costs are likely to advance. This would be a calamity because 
it would materially reduce the possibility that housing would 
be an important cushion against a post-war and armament 
recession. 

A war spurt is likely to weaken the technical position of 
business by inducing a rise in short-term indebtedness by 
consumers through the expansion of installment buying. The 
stability of our economy requires more violent fluctuations in 
the volume of savings—a larger rise as incomes increase and a 
sharper drop in savings as incomes decline. The spread of 
installment buying has done much to limit the tendency of 
fluctuations in savings to check fluctuations in income. This 
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is not an appropriate occasion to discuss the long-term aspects 
of this problem. Ifa war and armament boom develops, how- 
ever, let the government and employers encourage employees 
to place a large part of their increased earnings into United 
States Savings Bonds. The well-sustained demand for hous- 
ing and automobiles in 1921 was made possible in no small 
measure by the fact that small owners of Liberty Bonds 
liquidated their holdings to buy automobiles, houses and other 
goods. A substantial increase in the purchases of United 
States Savings Bonds by millions of workers during a war 
boom would be a substantial protection against a severe post- 
war recession. 

Should the government plan to cushion the eventual de- 
cline in the form of deficit financing? A deficit will perhaps 
be unavoidable. The efficacy of deficits, however, seems to 
be small. They are useful in improving the immediate busi- 
ness situation, but a large deficit for a year or two has little 
effect upon the estimates of the earnings of capital over the 
long term. Hence it does little to raise the marginal efficiency 
of capital and to stimulate long-term production plans. This 
is an important and obvious point, but it seems to have escaped 
the attention of makers of fiscal policy. Furthermore, deficits 
which are so large as to convince business men that important 
new increases in taxes will eventually be necessary may actually 
reduce the marginal efficiency of capital and thus discourage 
investment. Consequently, if a deficit is used to cushion a 
post-war and armament decline, it should not be so large as 
to create the expectation that increases in taxes will be neces- 
sary in order to balance the budget. If this ideal cannot be 
achieved, the next best alternative would be to remove the 
uncertainty concerning tax changes by making them at the 
time the deficit is incurred but effective at a later date. 


The recovery from the depression of 1929, except for a 
brief period in 1937, has rested only to a small extent upon 
an expansion of private investment, either by business enter- 
prises or by individuals. Not until 1935, was there any net 
investment by private business and even in this year it was 
negligible. In 1936, with the national income at $62.6 bil- 
lions, net investment by private business in plant and equip- 
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ment was only $1.7 billions, or only 2.7 per cent of the na- 
tional income. In 1937, expenditures on plant and equipment 
by private industry reached a fairly satisfactory level, but they 
represented, not true investment, but catching up on long de- 
ferred replacements in anticipation of price increases. Even 
more striking has been the low level of non-business private 
investment. During the nine years ending in 1929, expendi- 
tures on housing were almost half as large as expenditures by 
industry on plant and equipment; during the six years ending 
in 1938, they were less than one fifth as large. Whether or 
not we get a war boom, we are confronted with the long-run 
problem of substantially raising the propensity to invest both 
in industry and in residential building. This indeed is the 
very core of the recovery problem. 

But would it be wise for the government today to encourage 
investment except at those points where there is danger of 
bottle necks? Would not a broad and substantial expansion 
of investment itself produce bottle necks, rising prices and 
costs? Does it make sense to suggest on the one hand that 
in the event of a boom we should be prepared to postpone 
automobile model changes for a year and on the other hand 
that the government encourage a general expansion of private 
investment? 

The danger that general encouragement to investment will 
produce bottle necks is real. But perhaps the conflict be- 
tween our desire to prevent a temporary boom and our desire 
to promote long-range recovery is not as great as it appears. 
Some deterrents to investment will not be easily or suddenly 
removed. Hence it is not too early to begin attacking them. 
Moreover, the temporary nature of the war and armament 
demand will make enterprises conservative about embarking 
on long-range programs. Consequently, considerable im- 
provement can occur in the long-run investment outlook with- 
out producing an immediately dangerous jump in investment. 
Finally, the very prospect that the war will leave important 
new obstacles to investment (higher costs, competition with 
depreciated currencies, higher taxes for armaments) makes it 
prudent to remove every possible impediment to investment. 

The government has based its policy largely upon the as- 
sumption that private investment has been held back by the 
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lack of consumer purchasing power. This seems to be an 
over-simplification. Of course, larger consumer purchasing 
power in itself would be desirable. The thing which stands 
out in the period of recovery, however, is the low capacity of 
increases in consumer purchasing power to induce investment 
—the low propensity to invest, if one cares to define the pro- 
pensity to invest as the response of investment to a given 
change in consumer incomes. Compensation of employees may 
be accepted as a rough indicator of consumer incomes. In 
1936, it was virtually as large as in 1923—$41.9 billions as 
against $42.3 billions in 1923. Nevertheless, the total ex- 
penditures by industry on plant and equipment in 1936 were 
22.7 per cent below 1923. The drop in new investment in 
industrial plant and equipment was even greater. 

The low propensity to invest is a result, not of a single 
cause, but of many. Some relate to very specific situations, 
such as the electrical utility industry. Of the general causes, 
timidity induced by the severe losses of the depression is 
probably the most important. Such timidity requires time to 
wear off. This time has been prolonged by the many new 
policies and conditions which business has needed to appraise 
and to which it has had to adjust itself. Until the end of 
1934, investment was impeded by the fact that current demand 
was being met in part by substantial reductions in inventories. 
A deterrent that has received too little attention is the effect 
of the depression upon the numerous local capitalists of the 
country. These are the men who determine the birth rate of 
American business because it is they who supply a large part 
of the venturesome capital with which thousands of new enter- 
prises are started each year.’ Despite the repeal of prohibi- 
tion which led to the establishment of many thousands of eat- 
ing and drinking places in 1933 and 1934, the number of 
business births has been low compared with the early twenties. 
No one knows exactly what the depression did to the local 


7 Even in 1932, 338,000 non-agricultural enterprises were started. Nearly 
half of the new enterprises represent simply a change of name and owner- 
ship rather than the starting of an entirely new going concern. It is im- 
possible, however, to draw a sharp line between new going concerns and 
changes of ownership because often the new ownership represents the addition 
of considerable capital to the business. The infant mortality is high also 
and the net increase is usually not large. 
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capitalists and the supply of venturesome funds because the 
local capital market is one of the unexplored parts of our 
economy. It seems plain, however, that the depression must 
have been particularly disastrous to the very part of the com- 
munity upon which we most depend for enterprise and for 
willingness to back new concerns.* 

Several of the above deterrents to investment have ceased 
or have greatly diminished in importance by the recovery, but 
others remain. One is the high level of costs which limits the 
ability of business men to discover attractive new investment 
opportunities. Even a high level of consumer demand may be 
a feeble stimulant of investment if business makes little money 
by satisfying it. Fortunately, technological progress can be 
relied upon to remove this obstacle. A second deterrent is the 
expectation that substantial increases in taxes will be neces- 
sary in order to provide the federal government with its needed 
revenues. This expectation reduces the marginal efficiency of 
capital and restricts investment. Finally, and most important 
of all, the propensity to invest has been kept low by the gov- 
ernment’s policy of encouraging the imposition of higher costs 
on industry. As I have indicated above, this was a major 
innovation in the public policy of the country. Despite the 
excellent record of the larger concerns in adjusting themselves 
to rapidly rising costs, business as a whole has not found the 
adjustment easy to make. During the first half of 1939, in- 
dustrial production was almost exactly the same as during the 
first half of 1936—before the 1936-1937 boom. As a result 
of the cost increases of late 1936 and 1937, however, corporate 
profits in the first half of 1939 were 27.3 per cent below the 
first half of 1936. 

It must be remembered that the great bulk of the business 
of this country is still done by concerns too small to employ 
specialized research staffs. Indeed, the 2,000,000 non-agri- 
cultural enterprises in the country have on the average only 
about 13.4 employees each. Even in manufacturing almost 
half of the workers are in small concerns with 250 or fewer 
employees each. Surely it is not surprising that many manag- 


8 The depression undoubtedly wiped out much of the capital of these men 
and also froze a large part of it in hotels, apartment houses, and other enter- 
prises started in the late twenties. 
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ers should be uncertain of their ability to invent cost-saving 
methods fast enough to meet the pressure for higher costs 
and that this uncertainty should lead them to prefer short- 
term to long-term production plans.* The low estimates of 
the marginal efficiency ofgeapital have also led managements 
to use great ingenuity in order to avoid-new investment or to 
reduce the necessary amount of new investment.*® The pro- 
pensity to invest will notgbe high until the government care- 
fully reconsiders its policy toward costs in the light of indus- 
try’s ability to meet higher costs and until business managers 
believe that they can embark upon long-range production plans 
without fear that through government and trade-union policy 
costs will increase faster than industry can meet them. 


VI 


The restoration of full employment will require that over 
one fourth of the gross savings of the country be absorbed 
by the housing industry. Until 1936, the principal deterrent 
to investment in residential building was the large amount of 
distress housing on the market. In 1933, from one third to 
one half of the mortgage debt of the country was in default. 
Despite the fact that the government has refinanced $5 bil- 
lions of distress home and farm mortgages, foreclosures since 
1933 have totaled $5 billions.1* The amount of foreclosed 
real estate held by mutual savings banks increased from $291 
millions in 1933 to $683 millions in 1936, the high year. The 
index of mortgage foreclosures, which reached a high of 395 
in 1933 (1926100), dropped very little in the next two 
years. In 1934, it averaged 370, and in 1935, 366. Not un- 
til 1936 did it drop to 274. In 1937, it stood at 205, and in 
1938, at 163. Expenditures on new housing actually dropped 


®Note that managers usually have a choice between meeting current 
demand by using semi-obsolete high cost equipment or by purchasing up-to- 
date low cost equipment. The more doubtful they are of their ability to 
control the cost of operating the new equipment, the more disposed they are 
to avoid purchasing it for the time being by using old equipment. 


10 Of course managements are at all times attempting to do this, but the 
pressure has been unusually great during recent years because managements 
have been reluctant to seek new capital for enterprises when the existing 
rate of profit was low and the outlook for costs very uncertain. 


11 Twentieth Century Fund, Debts and Recovery, p. 249. 
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between 1933 and 1934. Even in 1935 it was only $533 mil- 
lions, less than one-sixth the level of 1929, and scarcely one- 
ninth the level of 1926. It is significant that a sharp jump in 
expenditures for new housing accompanied the large drop 
in the foreclosure rate between 1935 and 1936. 

Increasing the investment in housing is mainly a matter of 
raising the value of housing and keeping down its cost. The 
value of housing is limited by a tax rate which in 274 cities 
averaged $26.90 per thousand of true value in 1937. Trans- 
lated into an income tax, this is roughly equivalent to a rate 
of 40 percent. Translated into a sales tax it is equivalent to 
a 20 to 25 per cent sales tax on shelter. Sooner or later we 
must face the fact that by concentrating the burden of support- 
ing local governments almost entirely on real estate we are 
seriously narrowing the most important single outlet for the 
savings of the community and thereby restricting the ability 
of our economy to give full employment. 

Unfortunately the problem of building costs (which con- 
cretely is making possible the sale of a good five-room house 
for $2500 or less) cannot be simply turned over to the tech- 
nologists to solve. The building industry lacks strong organi- 
zations which are interested in the price and the demand for 
the building as a whole. It is made up of numerous groups 
of producers who are interested in particular products, mate- 
rials or services. Although the demand for housing under most 
market conditions seems to be elastic at the margin, the sellers 
of the various materials and services all assume that the de- 
mand for their particular products is inelastic, and they are 
probably correct. The assumption that the several components 
of building are inelastic in demand does no harm so long as 
competition prevails in their marketing. But in so far as the 
prices of building materials and labor are administered prices, 
they are set on the assumption that the demand is inelastic 
when, taking the building as a whole, it is elastic. This is why 
collective bargaining in the building industry has set wages 
with so little reference to market realities. A solution to the 
problem of costs in the building industry is not clear. The 
public, however, cannot indefinitely permit the prices which 
govern the largest single outlet for the community’s savings 
to be administered on the assumption that the demand is 
inelastic when in fact the demand for the entire house is elastic. 
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VII 

The conclusion of this analysis is that the fundamentals of 
the recovery problem have not been altered by the war. In 
its essentials, it remains what it was in midsummer—a problem 
of raising the propensity to invest, of increasing the capacity 
of a given increase in consumer incomes to generate increases 
in investment. Recovery up to now has possessed little cu- 
mulative force precisely because large gains in consumer in- 
comes (produced by government spending, by the replenish- 
ment of inventories, and by the making of replacements) have 
stimulated so little expansion of investment. 

But although the essentials of the problem of recovery re- 
main unaltered, the war threatens to add formidable new 
obstacles to recovery. Certainly if one were today to estimate 
the prospective earnings of American industry over the next 
ten years, that estimate would be lower than the estimate one 
would have made last July. Such an estimate today might 
assume a year or two of earnings raised by war and arma- 
ments. But it would also have to take account of the proba- 
bility of a substantial rise in costs that will persist for some 
time after the war, of the deflationary effect in the post-war 
world of depreciated foreign currencies and possibly of new 
restrictions on trade, of new tax burdens imposed by the ex- 
pansion of our armaments. Furthermore, it would have to 
count as a probability the danger that a war spurt will sub- 
stantially raise building costs and thus materially diminish the 
capacity of the building industry to contribute to recovery. 

I do not assert that none of these dangers to recovery can 
be avoided or that nothing can be done about them. Indeed, 
it is just possible that they may turn out to be blessings in 
disguise. The very threat of new difficulties may greatly 
stimulate industrial research and it may be precisely what is 
needed to jolt the public into a willingness to face realities and 
to insist upon changes in conditions and policies that have long 
impeded investment. But the new threats to recovery are real 
and they will not be prevented or counteracted unless they 
are clearly seen and unless there is effective codperation be- 
tween managements, organized labor and the government to 
combat them. 
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REMARKS 


Dr. Burcess: Thank you, Dr. Slichter! In this conspectus of 
the recovery problem, Professor Slichter has referred at a number 
of points to federal financing and its effect on national economy. 

No matter how often I see face to face the next speaker, his voice 
will be most familiar to me over the telephone, as a result of a 
number of months’ experience when he was Under Secretary of the 
Treasury and I was on the obeying end of the telephone. It was 
a very reasonable voice over the telephone, and since then his voice 
in public utterance has been one of reason and persuasiveness. We 
are glad to have Mr. Arthur A. Ballantine, former Under Secretary 
of the Treasury, now a prominent New York attorney, speak to 
us on the subject of ‘“‘ Employment and Federal Finance”. 

Mr. BALLANTINE: The voice of Dr. Burgess over the telephone, 
with which I am so familiar, was not always an entirely meek voice, 
and it was not at all infrequent that the suggestion of what we 
would do originated on the New York end of that telephone and not 
on the Washington end. There is no time when Dr. Burgess is 
without ideas as to the proper course which should be pursued. 

I am really here in the capacity of a substitute for the good 
friend of us all, Lewis Douglas, who planned to come but was 
unable to do so. I hope that my experience will not be like that of 
another substitute whom I once encountered in the little town in 
Ohio where I grew up. There was to be a church sociable, that 
being one of our leading forms of entertainment, and it was to begin 
with a clarinet solo. Unfortunately, the clarinetist was not there 
but the clarinet was there. A very kind gentleman from the 
audience said that he would take it on. He played My Old Ken- 
tucky Home. As he played he noticed a gentleman in the front row 
who seemed to be greatly affected. He played with more and more 
feeling, and tears came to the eyes of the man in the front row. 
The player had never had such a tribute, and after his solo was 
over he was deeply moved to see how his playing had affected this 
man. He said, “Are you by any chance a Kentuckian?” The 
answer was, “ No, I am a clarinetist.” (Laughter) 

(Mr. Ballantine then read his formal paper.—Eb.) 
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EMPLOYMENT AND FEDERAL FINANCE 


ARTHUR A. BALLANTINE 
Former Under Secretary of the Treasury 


STRIKING fact about employment in the United 
A States today is that the federal government itself has 

become the largest employer. The number of em- 
ployees on the civil list, standing at 940,000, has passed the 
peak reached in the Great War and is approaching the mil- 
lion mark. Yet that new total represents but part; in pay- 
rolls financed by the Public Works Administration, the Civilian 
Conservation Corps, the National Youth Administration, and 
particularly the W.P.A., we find perhaps three and a half 
millions more deriving employment from government activi- 
ties, exclusive of the army and navy, also of the farmers 
receiving benefit payments. 

These impressive figures are to be considered in relation 
to a total reported employment for September of a little under 
forty-six millions, out of a total available force estimated at 
somewhat under fifty-five millions. The estimate for the un- 
employed thus stands at somewhat under nine millions, a 
figure necessarily including unemployables. 

At the moment private employment has been on the in- 
crease, with an estimated 700,000 factory workers returned 
to private jobs from July to mid-October. Yet the securing 
of adequate employment, and fuller and more assured em- 
ployment at adequate wages, remains our most crucial domestic 
concern. 

It is widely urged that the only really long-range hope for 
better employment lies in the expansion of government em- 
ployment activities. Growth in these activities came about 
as a depression-born emergency policy; continued expansion 
is now urged as an essential permanent policy. Such a policy 
presents problems going to the very roots of government 
finance, and indeed of our whole economic structure. 

What would have been formerly regarded as a barrier to 
the continued expansion of government employment is the 
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fact that current revenues fall far short of paying the current 
costs. Today, however, in many quarters, objections to con- 
tinued deficits are met with disdain, if not with derision. It 
is said that we are in a new era of public finance, and that the 
idea of budget balancing is both benighted and inhuman. 

The question presented is of vast scope and in this brief 
paper I propose merely to sketch a few considerations making 
for a hardy belief that the best hope for employment, as for 
the Treasury, lies, not along the line of government expansion, 
but in applying those policies which will most foster private 
employment. 

The dominant thought of the government expansionists is 
that private enterprise has not been in a mere “slump”, but 
has become permanently unable to furnish adequate employ- 
ment. That view was set forth for example by Seven Har- 
vard and Tufts Economists in An Economic Program for 
American Democracy. They began their statement with the 
declaration: ‘‘ The economic development of America may be 
divided into two periods. The first . . . was the period of 
economic expansion. It came to a dramatic close with the 
collapse of 1929. The second period has so far been one of 
economic stagnation.” These economists go on to express 
the belief that without continued government deficit spending 
on a large scale this post-1929 period will continue to be one 
of stagnation. They point to the disappearance of the ter- 
ritorial frontier, the slowing down in the rate of growth of 
the population, and the “maturity” of development of re- 
sources and industry, and see little, if any, prospect for major 
new industries. They conclude that opportunity can no longer 
be furnished by private enterprise for the adequate investment 
of savings in capital products, essential to full employment. 
That function, in their judgment, must now be performed 
largely by the government. They ascribe the increase in the 
national income during the post-1929 period almost entirely 
to the government deficit spending. 

The view of these younger economists is proclaimed, at least 
in part, by John Maynard Keynes, whose views are perhaps 
more widely accepted here than in his native England, and is 
earnestly expressed by certain magazine writers of the day. 
“If private citizens won’t or can’t spend, the government 
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must” is the thesis. It is usually combined with the view 
that government taxation should be largely directed toward 
taking over the income that individuals might save and direct- 
ing it into consumption. 

Any suggestion that by this policy of continued govern- 
ment spending a dangerous debt is created is now countered 
with the proposition that the federal government accounting 
method is out of date: that if the government, like a business, 
maintained a capital balance sheet, it would appear that a 
large part of its spending creates assets fairly to be treated as 
offsets to the debt. 

Hopes are also expressed by some of the advocates of spend- 
ing that government tax revenues can be largely increased, 
particularly by better enforcement of the income tax and by 
higher rates, especially in the middle income brackets. These 
proposals seem rather inconsistent with the general thesis, as 
the real virtue in the new policy is supposed to rest in having 
the government continuously spend more than it takes in from 
taxation. 

These novel theories of the role of the federal government 
in employment and in finance have advanced from the class- 
room, from the pages of the magazine and pamphlet, into the 
actual practice of our federal government. Today our gov- 
ernment operates on the basis of an indefinite continuance 
of what were hitherto regarded as vast deficits, calling for 
elimination at the earliest possible moment. What the gov- 
ernment is to supply is not pump-priming but a permanent 
additional pump. 

It will be readily conceded that today the problem “ can- 
not be settled out of hand by invoking general formulas, 
however hallowed.” It is worth while to refresh our thoughts 
as to the dangers which may be involved in the new concepts. 
I wish to focus the discussion here on only two points. 

First, continued deficit financing by the government still 
carries danger to employment through threat of ultimate 
financial disorganization. So far as I have observed, spend- 
ing advocates usually say very little about the real state of 
the federal finances—of such concern in the operation of the 
Treasury—contenting themselves with general observations. 
They even appear guilty of omitting facts material for ap- 
praisal of the facts that are stated. 


[397] 


| 


20 WAR: AMERICA’S IDLE MEN AND MONEY [XVIII 


Federal expenditures are now running at the annual rate 
of over nine billions and exceed current revenues by upwards 
of three and a half billions. This is without allowing for 
further increased expenditures on national defense. Current 
expenditures are almost three times the average for the years 
1922 to 1931. The deficit alone exceeds the average annual 
expenditure of those years. Deficit spending in the past nine 
years has run the federal direct debt up to over forty-one 
billions—more than two and a half times the post-war low of 
1930—with an increasing contingent liability on government 
guaranteed debt, now exceeding five billions. 

The important point is not the amount of the debt today, but 
the trend—the fact that government expenditures have been 
lifted to a point at which there is no prospect that revenues 
will catch up except through a very large expansion of the 
national income. Such an expansion will at the best take 
time. 

It must also be borne in mind that, through various increases 
in taxes and through higher business activity, federal revenues 
have been pushed up to the almost unprecedented figure of five 
and a half billions, and this without closing the great gap. 
Moreover, no recognized student of taxation has offered any 
practical plan of increases in taxes which would close the 
gap. There are, of course, grounds for expecting an im- 
proved Treasury showing, due to the recent rise in business 
activity, but the net effect on the budget still remains some- 
what problematical. 

Is this government debt, so rapidly mounting, rightly to be 
regarded as a source of anxiety? Some indication of this 
appeared in the recent votes on bond issues and spending plans. 

Net recoverable assets held by the Treasury, other than the 
stabilization fund, have been listed at something over three 
billions, yet how far they will be actually converted into cash 
is uncertain. Up to the present time the proceeds from the 
liquidation of such assets have simply been thrown into the 
stream of expenditure. On federal public works, roads, con- 
servation work, new construction projects, and the like, some 
thirteen billions are reported to have been expended from 1931 
to 1940. The difficulty with treating these projects as assets 
in the financial sense is that unlike true business assets they do 
not, through receipts for charges, actually or ultimately turn 


[398] 


No. 4] EMPLOYMENT AND FEDERAL FINANCE 21 


into cash. Their beneficial economic effect is at best only 
indirect. Many of them, indeed, far from being sources of 
revenue are souces of increased annual expense. 

It is sometimes asserted today that the government debt need 
never be paid. It is of course true that the debt does not have 
to be paid at a given moment, for only parts of it come due at 
intervals, and these may be refunded. Yet it remains ab- 
solutely essential that belief be maintained in the ability of 
the government to handle its debt and ultimately to meet at 
least carrying charges out of income. 

Notwithstanding all reassuring suggestions as to the debt, 
certain facts stand out. A vast public debt would be a mill- 
stone about the neck of the government in another great 
emergency, such as a foreign war. Such an emergency we 
confidently believe we shall not have to meet, but our present 
financial unpreparedness because of the debt, and our already 
high level of expenditure and taxation, are all too obvious. 

Moreover, a swollen and steadily growing government debt 
carries in itself the threat of creating a serious emergency. 
Government credit is unimpaired under the conditions of today. 
Yet, if the idea should ever take root that the debt is too 
great or unmanageable, we would have to face the possibility 
of a flight from the currency such as worked disaster in 
Germany and prepared the way for the Hitler régime. Sug- 
gestions that the government might prevent any such panic by 
taking over the banks, prohibiting exports of capital, and the 
like, are no answer. Such drastic expedients would only ac- 
centuate the trouble. 

The second point which I wish to suggest here is that, apart 
from its threat of potential financial disaster, continued deficit 
financing makes against the building up of a maximum of 
private employment. Use of the drug of expenditure tends to 
prevent or postpone the use of the steps needed to restore eco- 
nomic health. 

Unless the government is to take over and operate industry 
—which is another proposition altogether—it is clear that the 
largest hope for employment rests with private enterprise, 
where the bulk of employment still is today. Indeed, the sup- 
port of the government itself, in all its humanitarian activities, 
rests upon production of industry. What the government 
directly creates to pay its own bills is insignificant. 
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If, like the seven economists quoted, we must abandon all 
hope for the vitality and expansive power of private enterprise 
in this country, we need not be concerned about conditions for 
its growth. Before accepting such unwelcome conclusions, 
however, we should examine the opinions of other and perhaps 
more mature thinkers. 

Turning from the academic chair to the views from in- 
dustry, we are told that billions of dollars of investment are 
actually needed to bring our industrial, railroad and utility 
plants up to the point of supplying the needs of our people. 
We are told that the very fact that the incomes for much 
the greater part of our people are so low indicates the addi- 
tional production which is necessary. We have assurance as 
to the great need of further industrial development from so 
impartial an authority as the Brookings Institution. 

The theory that a slower rate of increase in the population 
tends to check employment is countered with the proposition 
that if we have less work to do to supply the bare necessities, 
we shall have more to do for the embellishments of life. The 
idea that the absence of a territorial frontier to conquer means 
less work is met with the proposition that technological 
progress, potentially without limit, may vastly increase our 
economic wants and work. 

On the future outlook for industry and the economic system, 
the articles by Professor Sumner H. Slichter, in the current 
Atlantic Monthly, and by Professor Willford I. King, in the 
Journal of Political Economy for October, furnish wholesome 
offset to the pessimism of the spending school. These recog- 
nized students seem to make it clear that no one, however 
confident, is truly capable of writing “finis’’ to the possi- 
bilities of industrial expansion in America or to the realiza- 
tion of larger national income and employment. Perhaps the 
doleful predictions of the new spenders are likely to be no 
better vindicated than those made in every crisis in the past. 

It has not even been demonstrated that the recovery in na- 
tional income, such as there has been, was due to government 
deficit spending. It is by no means sufficient to point to the 
fact of deficit spending, and the fact of recovery of national 
income, and assume that the spending was the cause of the 
recovery. No one can seriously doubt but that there would 
have been substantial recovery without that deficit spending. 
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The sharpest recovery until recently was that in 1933, before 
deficit spending on a large scale got under way. The present 
acceleration of the pace of industrial activity does not find 
its roots in an increase in deficit spending. 

If we can still retain hope in private enterprise, it is obvious 
that renewed application of the expedient of deficit spending 
is likely to retard the establishment of the most favorable 
conditions for industrial progress. An illustration may suffice 
to indicate the thought. 

In the spring of 1937 there began a well-remembered sharp 
industrial recession. The view of the spenders is that the 
1937 recession was due mainly, if not wholly, to a lessening 
of deficit expenditure. With the completion of the bonus 
payment, the beginning of the social security taxes, and some 
reduction in relief, the cash operations of the Treasury for a 
brief time aproached a balance. This momentary balance is 
said to have been fatal to economic recovery. The theory 
thus admits one danger of relying upon excess government 
expenditure, but the real danger lies deeper. 

As we all know, many other factors, deserving the utmost 
attention, underlay the 1937 recession. Notably, there was 
the breaking out of the sit-down strikes, perhaps fostered in 
part by certain government policies, with their adverse effect 
upon production. Rapid increases in wage rates during the 
latter part of 1936, beyond increases in production, undoubt- 
edly tended to throw the price structure out of balance in 
some lines. There was an increase in bank reserve require- 
ments and the partial sterilization of gold, later abandoned. 
There was the operation of new taxes. And it is not to be 
forgotten that the attention of Congress and the country was 
largely concentrated on the Supreme Court measure rather 
than upon the solution of pressing economic problems. 

The proposal made soon thereafter of renewed deficit spend- 
ing was calculated to divert thought from dealing with those 
difficult underlying factors. Falling back upon spending will 
always tend to effect such diversion of attention. 

What are the governmental policies that would make for 
helpful and healing expansion of industry? When this ques- 
tion is raised, it is frequently suggested that what is desired 
is merely a return to laissez faire with all its deficiencies. 
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To say that the only alternatives are between laissez faire 
and continued deficit spending seems wholly to misrepresent 
the issue. It is recognized on all sides that government func- 
tion has enlarged, that well-considered government regulation 
is more necessary than it was a generation, or even a decade, 
ago. The issue today is not whether the government should 
stop governing, but whether its task should be confined mainly 
to governing, and its policies directed to the upbuilding of 
industry capable of standing on its own feet and supporting our 
people and the government. Official recognition of such a 
policy would vastly encourage industry. 

Such a recognition is a matter of both measures and atmos- 
phere. It has been said: 


economic prosperity is excessively dependent on a political and social 
atmosphere which is congenial to the average business man. 

It is the return of confidence which is so insusceptible to control in 
an economy of individualistic capitalism. This is the aspect of the 
slump which banks and business men have been right in emphasizing 
and which economists who have put their faith in purely monetary 
measures have underestimated. 


These are declarations, not of the U. S. Chamber of Commerce, 
but of John Maynard Keynes, perhaps the patron saint of the 
spenders. 

I would like to leave these thoughts: No one can really 
demonstrate that in the United States the system of private 
enterprise has lost its vitality or is incapable of large expan- 
sion. Given opportunity, its resourcefulness and forward 
urge are still our best hope. Substitution of government ac- 
tivity and legislative and administrative decisions is far more 
likely to mean stagnation and lessened production. 

The policy of continued deficit spending, far from promot- 
ing private industry and employment, in the long run threatens 
them directly through potential financial disorder, and 
threatens them indirectly through minimizing and obscuring 
the need and possibility of economic solutions within the 
framework of self-sustaining private enterprise. 

May we substitute hope for gloom and, abandoning the 
imagined magic of continued deficits, forge ahead on those 
forces which made our industrial development and standard 
of living the envy of the world. 
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REMARKS BY THE CHAIRMAN 


Dr. Burcess: Thank you, Mr. Ballantine! 

It seems appropriate now to continue to take up points which 
Dr. Slichter covered in his general summary. One such point is 
the problem of labor policy in its relation to the volume of em- 
ployment. I am tempted to indulge in biographical reminiscences. 
Mr. Ballantine has described the theory of stagnation which has 
dominated no small sector of economic theorizing today. By im- 
plication, he has suggested that those who support this theory of 
stagnation have relied considerably on experiences bounded by the 
year 1929 on the one hand and the present year on the other, a 
period in which stagnation was, of course, a dominant characteristic 
of the economic situation. The recent experience of war and its 
effect on our economy suggest that we need to consult advisers 
whose experience dates back somewhat further. The next speaker 
is such a person. During the Great War, he occupied a position 
of importance in Washington. During the period of prosperity he 
held positions in public and private enterprise, and in the depression 
he has served in various important capacities. Behind that, he has 
been a student, a professor at Columbia University, a member of the 
Staff of the National Bureau of Economic Research and, above all, 
a Trustee of the Academy of Political Science. Dr. Leo Wolman! 
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r | NHE labor policy of a country is a collection of customs, 

laws, and administrative practices and interpretations. 

Such policy affects the present and future course of 
business and, hence, of employment by creating favorable or 
unfavorable conditions of costs and of labor relations and by 
inspiring confidence or misgivings concerning the behavior of 
these critical elements of the labor situation in the future. 
A gradual change in labor policy may well be absorbed with- 
out undue difficulty or strain; an abrupt change is apt to 
throw things generally out of gear and require a long time 
to digest. It is characteristic of post-war changes in labor 
policy that they have been nearly everywhere swift and 
thoroughgoing. 

In the United States since 1933—or perhaps since 1930— 
traditional labor policy has been completely overhauled. In 
the process influences of the market and the state of business 
have become subordinated to rules and regulations, embodied 
in laws, decisions of courts and boards, and the guiding prin- 
ciples of multifarious administrative agencies. In so far as 
these rules and regulations have become effective, they have 
been reflected in the developments of wages and working con- 
ditions, the methods of labor relations, and of relief and social 
security. And it is in these areas that the clues to the rela- 
tion of labor policy to unemployment must be sought. 

Historically and logically improvement in wages and work- 
ing conditions were associated with good business and increas- 
ing production. No one had ever supposed that they could 
be raised by mandate, in the absence of conditions capable of 
sustaining them at their higher levels. Our present labor 
policy is based on precisely that supposition. For that reason 
the current emphasis is mainly, if not exclusively, on nominal 
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standards of wages and hours. It is these standards that are 
raised by the Fair Labor Standards Act, the Walsh-Healey 
Act, and collective agreements between employers and unions. 
It was for the purpose of raising these standards that laws, 
fixing wages and hours or empowering specified agencies to 
fix them, were enacted; and it was for the same purpose that 
laws encouraging the organization of labor and the use of 
collective bargaining were likewise adopted. For the pre- 
amble of the Wagner Act states that “the inequality of bar- 
gaining power between employees .. . and employers... 
tends to aggravate recurrent business depressions, by depress- 
ing wage rates and the purchasing power of wage-earners in 
industry... .” 

The immediate goal of our labor policy, as it relates to 
wages and working conditions, is, therefore, to improve nominal 
standards in order that the purchasing power of labor, both 
employment and payrolls, should simultaneously expand. 
That this policy has been wholeheartedly and persistently ap- 
plied is a matter of record. Although many of these laws and 
regulations have been effective for less than five years, they 
have virtually revolutionized the structure of American wages 
and radically changed the relation of wages to employment, 
payrolls, and the volume of business activity and profits. One 
measure of this change is found in the course of wages and 
hours during the last quarter-century. In five industries, for 
which there is a more or less adequate, continuous record and 
which employ from one fourth to one third of the total work- 
ing population of the country, the rate of wages has tripled 
from 1914 to 1939. The purchasing power of these rates 
doubled during the same period. In the largest of the five 
industries, the normal work-week declined by 15 hours, or by 
approximately two 8-hour days. And in the two smallest in- 
dustries, the normal work-week was reduced by about 20 
hours, or two and one-half 8-hour days. A large part of these 
advances, moreover, was made during the few years since 
1933. 

These are familiar facts. Equally familiar is the fact that 
the anticipated increases in employment and payrolls, that were 
expected to accompany or follow these phenomenal adjust- 
ments in wages and hours, have so far failed to materialize. 
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Indeed, even the reduced quota of maximum hours has rarely 
been reached by those who work and the number at work has 
notably failed to keep pace with the growth in population or 
even to approximate earlier trends in the expansion of 
employment. 

However serious a problem of economic adjustment recent 
movements in wages and hours may have already created, 
their greatest significance is to be found in their future course. 
For a business system often operates under unfavorable con- 
ditions, and it is the function of owners and managers to em- 
ploy their knowledge and resourcefulness in surmounting 
them. But if the forces with which they are constrained to 
deal prove powerful and intractable and are supported by 
policies which are themselves inflexible and unyielding, then 
the task of adjusting the policies of business to the policies of 
government may well become increasingly difficult and pro- 
hibitively expensive. 

Current American labor policy is a many-sided experiment. 
Among its many component parts, the measures concerned 
directly with fixing wages and hours are secondary to the 
measures professedly directed toward elevating the practices 
of labor relations and promoting more democratic management 
of industry. Our wage and hour laws touch only a small frac- 
tion of our employed population and the standards they es- 
tablish are more or less fixed by law. But the National Labor 
Relations Act, and its local counterparts, have well-nigh uni- 
versal application and the guiding principles by which they 
are administered are vague and confused, and, hence, subject 
to frequent changes in interpretation. If we wish to gauge 
the future trend of labor conditions in this country, it is with 
this law that we should begin. For. it is at this point in our 
national labor policy that the most far-reaching steps are 
being taken and it is here, consequently, that the direction and 
intensity of the various labor trends are being most effectively 
determined. 

The Act itself is, of course, a comprehensive measure and 
all of its provisions touch the present position and future pros- 
pects of business. But I propose to consider only those fea- 
tures of this Jaw and its administration which most obviously 
are calculated to affect the cost of doing business and bear most 
directly on industry’s calculations for the future. 
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The most important criterion that should be applied to any 
piece of legislation or policy, that undertakes to regulate the 
conduct of labor relations, is whether or not it increases or 
diminishes the sense of responsibility of the several parties to 
such arrangements. To the extent to which a law governing 
industrial relations tends to make men or agencies less re- 
sponsible than they would otherwise be, it will inevitably 
multiply the occasions for dissension, undermine the requisite 
discipline of industry, and reduce the chances for the peaceful 
and uninterrupted operation of shops and factories. 

During the brief history of the National Labor Relations 
Act much has already been done to weaken responsible action 
in industrial relations. The most far-reaching steps in this 
direction have been associated with changes in the right to 
strike as provided by the terms of the Act and as interpreted 
by the Labor Relations Board. The right to strike under 
prevailing arrangements has been so liberalized that the 
ordinary inhibitions against striking are tending to become 
virtually ineffectual. The Board itself has seen fit to submit 
this right to practically no limitations. Indeed, the Board has 
exhibited such zeal in conferring what it regards as the bene- 
fits of organization and collective bargaining that it has shown 
little concern with the methods whereby the strength of organi- 
zation is acquired and employed. 

Until recently the whole issue was allowed to pass unnoticed 
by the courts as well. In the Fansteel case, however, the 
United States Supreme Court took a long step toward modify- 
ing these rights by holding that “ the employees had the right 
to strike but they had no license to commit acts of violence or 
to seize their employer’s plant.” But in the latest decision 
dealing with a similar point, a lower federal court, apparently 
following the lead of the Board, felt obliged to draw distinc- 
tions among various forms of violence and explained that 
“Some disorder is unfortunately quite usual in any extensive 
or long drawn out strike. A strike is essentially a battle 
waged with economic weapons. Engaged in it are human be- 
ings whose feelings are stirred to the depths. Rising passions 
call forth hot words. Hot words lead to blows on the picket 
line. The transformation from economic to physical combat 
... 1s difficult to prevent. .. . Violence of this nature, however, 
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much it is to be regretted, must have been in the contempla- 
tion of the Congress when it provided in Section 13 of the 
Act that nothing therein should be construed so as to interfere 
with or impede or diminish in any way the right to strike. 
If this were not so the rights afforded to employees by the Act 
would be indeed illusory.” It is easy to see how the ac- 
ceptance of this view may well restore the right to strike to 
the position it occupied before the Fansteel decision. 

The practical significance of this trend in the definition of 
the right to strike cannot be too strongly stressed. It intro- 
duces additional and grave uncertainties into the whole out- 
look for industrial peace; for once either party to a labor 
bargain deems it unnecessary to weigh the alternative costs of 
proceeding with negotiations or inviting a break, the chances 
for amicable settlement are materially reduced. The existence 
of what appears as a reasonably safe opportunity to resort to 
force is calculated shortly to impair the whole process of 
negotiating and bargaining. At the best the accepted pro- 
cedures of labor relations require delicate and intelligent 
handling. Choice of the issues which are to be raised in 
negotiations and the terms on which a settlement can be made 
are themselves problems that can be solved only by the most 
responsible of men. But where the representatives of either 
party believe that their hands have been strengthened by new 
rights and privileges, the possibility of settlement on reason- 
able terms will become more remote. 

Another point at which the Labor Relations Act threatens in 
the long run to exert a disruptive influence on industrial oper- 
ations and add materially to the costs of doing business is in 
the changes it is effecting in the position of supervisory em- 
ployees. On this matter, as on many others, the Board has 
apparently not yet made up its mind and alternately blows hot 
and cold. In a long line of decisions the attachment of the 
foreman to his employer is firmly established and foremen 
are prohibited from voting in elections for the choice of bar- 
gaining representatives. In other decisions foremen are 
granted the same rights to organize and bargain as their sub- 
ordinates possess. Presumably they may join established 
unions composed of employees whom they supervise. They 
have formed separate unions, affiliated with the C. I. O. or 
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A. F. of L., as the case may be. It was once the custom in 
this country for most unions to exclude foremen from member- 
ship. But in these days of heavy organizing and heavy 
bargaining, when the strategic value of foremen and super- 
visors to a union is readily perceived, the custom is being 
rapidly discarded. It requires no great insight into the be- 
havior of management to foresee what problems of shop dis- 
cipline and the exercise of authority these new arrangements 
will create; and, indeed, there are already indications in some 
industries of the appearance of serious problems growing out 
of such developments. 

The least that can be asked of any systematic program of 
labor relations is that it establish and maintain comparatively 
stable conditions. Here again the adjudications of the Labor 
Relations Board pertaining to the appropriate bargaining 
units—whether craft or industry, employer or plant, region or 
locality—have already been featured by vacillation and insta- 
bility that promise to be even greater in the years to come. It 
may fairly be said that, in the absence of the promises and 
hopes which the Act and the decisions under it have held 
out to new and rival labor organizations, the conflict between 
the C. I. O. and the A. F. of L. might never have occurred. 
But once such wars break out, they are hard to stop and their 
existence remains a perpetual threat to peace in industry. It 
is true, of course, that as this country approaches the period of 
another presidential campaign, the political necessity for peace 
between the two warring factions in organized labor will 
become more pressing and every available political expedient 
will be employed to bring it about. But it is not clear how the 
issues created by four years of warfare and litigation can be 
swiftly and satisfactorily composed and how, then, American 
business can look forward to a period free from strikes caused 
by conflicting jurisdictions and ambitions within organized 
labor itself. 

The probable economic effects of these elements of our labor 
policy appear to me quite plain. They do not promise an era 
of peace, quiet and stability. In so far as the movement to- 
ward the more complete organization of labor, so strongly 
encouraged by many agencies of the government, is realized, 
it will be followed by a progressive relaxation of discipline, 
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more numerous and subtle restrictive practices, advancing 
wages and costs, and general wage-fixing. In some cases the 
control of wages and output will be exercised by the unions 
themselves; in others, by unions in combination with em- 
ployers; and in still others, by unions, employers and the gov- 
ernment. But in any case the outcome is bound to be a state of 
monopoly, or of joint labor-industrial cartels, acting as such 
combinations usually do—limiting production, setting exces- 
sively high wages and high prices, and reducing the oppor- 
tunities for employment. 

There remains a third set of factors in labor policy which 
will play no small part in transforming the relations of em- 
ployers and employees and bringing wages and working con- 
ditions under a greater measure of control. The first of 
these is the system of federal relief begun in 1933 and the 
second the national system of social insurance established in 
1935. Both have already powerfully influenced the course of 
things in the American labor market and, if the policies they 
follow are unchanged, they will remain a strong influence for 
some time to come. The scales of wages and schedules of 
hours which set the standards of labor on our works’ relief 
projects profoundly affected the general movement of wages 
in this country and did much in the strategic construction in- 
dustry to sustain inflated rates of wages of building trades- 
men whose jobs on work relief were for a lengthy and critical 
period almost their sole source of employment. 

Among the several parts of our social security system the 
policies which guide the administration of unemployment in- 
surance are likely in the long run to touch the labor market 
most vitally and most directly. For any plan of unemploy- 
ment insurance must at once undertake to define unemployment 
and establish the conditions under which benefits can and will 
be paid. It has proved characteristic of all systems of com- 
pulsory unemployment insurance that they have shortly be- 
come the arbiters of wages and working conditions as well as 
the distributors of unemployment benefits. In this respect we 
are following broadly the precedents that rule these matters 
in foreign countries and we are engaged daily in setting forth 
the principles that will assist us in defining such concepts as 
voluntary and suitable employment. While the American ex- 
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periment in social insurance is still young, it is already em- 
barked on policies and practices that tend to shift the re- 
sponsibility for finding a job and to impede the mobility of 
labor. As the authors of a report’ to the Social Security 
Board have observed: ‘‘ Nothing in the unemployment com- 
pensation laws renders the worker primarily responsible for 
seeking work, and his benefits may not be withheld if he fails 
to do so.”’ 

These observations suggest the trends in labor relations and 
labor standards in the years that lie ahead. They are more 
likely than not to become stronger with the passage of time. 
The forces they reflect are at work in an economic system in 
which the rate of unemployment during the last peak year 
of business activity, 1937, was not far from 15 per cent. Bar- 
ring the effects of extraordinary and temporary influences, 
such as are associated with war, there would seem to be no good 
reason to anticipate a material reduction in this rate of un- 
employment as long as our labor policies continue in their 
present course. For it is these labor policies that account for 
much of our hesitancy in business recovery and in reémploy- 
ment. 


1 Principles Underlying Disqualifications for Benefits in Unemployment 
Compensation, Social Security Board, August 1939, Part I, p. 19. 


REMARKS BY THE CHAIRMAN 


Dr. Burcess: Thank you, Dr. Wolman! 

We turn again to a specific phase of the general question which 
has been alluded to in some of the speeches to this point, and that 
is the question of ‘‘ The Influence of War on Prices”. Lionel D. 
Edie was for some years a professor at the University of Chicago. 
He is a writer of books, that many of you know, on general eco- 
nomics and on money. He has lately been an adviser to business 
men and financial concerns on the state of business and where it is 
going. Dr. Edie! 
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ditions shows that major wars are associated with 
inflationary advances of commodity price averages. 
In popular discussion, one often hears the blunt, brief asser- 
tion: “‘ War means inflation.” Historical study and statistical 
research provide confirmation of the popular notion. 
Although this general observation is the logical point at 
which to start discussion of the subject of war and prices, 
nevertheless the discussion itself must seek more precise and 
definite forms. What we really need is a method of analysis 
which will answer the questions: What degree of inflation are 
we to expect in this particular war? What forms will it take? 
Out of the experience of the past the economist seeks an 
apparatus of thought and a mode of approach calculated to 
throw light on the connecting links between war and prices. 
What are the activities of a war situation which have price 
significance? To what extent can these be subjected to 
quantitative measurement? 
At the outset, I shall endeavor to outline the apparatus of 
thought which has evolved through the economic literature 
of many war periods. This outline may be stated as follows: 


’ ; NHE history of price fluctuations under war-time con- 


1. War brings stresses and strains on a country’s balance 
of payments and money markets, which the government 
seeks to control by changing the status of gold in such 
a way as to weaken and impair the ordinary functions 
of gold. This process has taken many different forms 
and has received many names, such as debasement of the 
coin, suspension of specie payments, abandoning the 
gold standard, pegging the rate of exchange, creating a 
blocked currency. 

2. In conjunction with this change in the status of gold 
there occurs a depreciation of the belligerent country’s 
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currency in the foreign exchanges, relative to the more 
stable monetary units of countries not engaged in the 
war. If this depreciation in the foreign exchanges is 
artificially held in check during actual hostilities, it 
breaks out in full force in the post-war period. 

3. In order to finance the costs of war, the belligerent coun- 
try resorts to taxation and to borrowing The proportion 
of total cost met by each method varies widely from war 
to war and from country to country but, in general, the 
greater the proportion of war costs met by borrowing, 
the greater the inflationary influence of fiscal policy. 

4. As a result of war-time fiscal policy, there occurs an 
increase in the quantity of money in circulation, either 
in the form of note issue or of bank deposits or of both. 
This increase in the quantity of money is not matched by 
a corresponding gain in volume of production and trade, 
and the equation of exchange is given an inflationary 
bias. 

5. The belligerent country modifies the rate of consumption 
of commodities. It requires the civilian population to 
give up normal consumption of non-essentials and of war 
materials and, on the other hand, it greatly increases the 
consumption of goods for the military purpose of de- 
struction of the wealth of the enemy. Self-denial by 
the mass of the people is a great internal resource which 
the government taps, but this self-denial cannot fully 
offset the increased consumption of the military machine. 
There is a net increase of consumption, and the size of 
this net increase is a determining factor on the demand 
side of the price-making process. 

6. From the supply side, war withdraws man power from 
the factories and the fields until unemployment disap- 
pears and labor shortage ensues. Simultaneously, cer- 
tain raw materials are limited in supply and bottle necks 
in supply of vital materials develop. When the exhaus- 
tion point on labor supply and vital materials is ap- 
proached, prices receive their greatest stimulation. 

7. In order to defer this exhaustion point as long as pos- 
sible, belligerents buy materials from neutral countries 
and thus generate an abnormal world-wide demand for 
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commodities. They pay by borrowing when they can, 
and, when they cannot, by realizing cash from mobiliz- 
ing the foreign assets of their nationals and from ship- 
ping gold. The more they borrow from abroad, the 
more do they provide a world stimulation to prices. 

8. Under these pressures, war produces dislocations as be- 
tween groups of prices. Some groups go up much faster 
than others and dispersions and maladjustments develop. 
In particular, cost of living tends to go up ahead of 
wages and real wages tend to decline. In the post-war 
period, this process is often reversed. 

9g. Governments seize upon these price fluctuations as an 
opportunity for a flood of political regulations. Pol- 
iticians accuse business of profiteering. They resort to 
price-fixing, rationing, taxing excess profits and publicity 
on price advances. They try to hold the lid down, but 
inasmuch as they are all the time expanding the mone- 
tary pressure upward, the total effect of all these inter- 
ventions on the general price level is not great. Their 
main effect is not on the general level of prices but on 
the relations between individual prices. They cannot 
hold the general price level down if monetary policy is 
such as to push the level up. 


This series of nine points provides the pattern for analyz- 
ing the effects of war on prices. To summarize, the pattern 
consists of change in the status of gold, depreciation of cur- 
rency in foreign exchanges, fiscal policy which emphasizes 
borrowing, increase of the quantity of money, increase of 
consumption of war essentials, approach to supply exhaustion 
points in labor and in vital raw materials, placement of war 
orders abroad, dislocation of relationships between groups of 
prices, and political intervention to curb and control individual 
prices. 

This apparatus of thought is what we learn from history 
and from the labors of many generations of economists. The 
further task is to endeavor to apply it to the present war situa- 
tion. This war is different, as all wars are different. This 
does not mean that the principles derived from the past are 
inapplicable, but does require their adaptation to the peculiar- 
ities of the present situation. 
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In order to make the analysis as concrete and as practical 
as possible, I believe it is best to state the problem as fol- 
lows: Is the present war likely to be as inflationary as the great 
World War? 

Twenty-five years ago, the principal European belligerents 
suspended specie payments, embargoed gold exports and 
abandoned the gold standard. Great Britain, France and 
Germany cannot repeat this step because they were not on 
the gold standard at the start of the present war. The United 
States remained on gold throughout the World War, but by 
inaugurating the Federal Reserve System, with its liberalized 
reserve provision, this country gave its banking system an 
inflationary bias almost equal to that of the British banking 
system which was off gold. 

The World War started an era of competitive currency de- 
preciation, devaluation and managed currency. Experience 
with these devices over a quarter of a century has brought dis- 
illusionment in many respects and a revulsion of public senti- 
ment against what Adam Smith in the eighteenth century 
called these ancient juggling tricks to defraud the people. 
Currency warfare is of such recent and unpleasant memory 
that a certain immunity to repetition of that course may be as- 
sumed. We are less likely to be put through these paces again 
because we have seen their evil side during the past two dec- 
ades. The financial hangover from yesterday’s debauch 
is a safeguard against fresh return to the bottle. 

The chief effect of this war on gold is likely to be the ex- 
treme concentration of the metal in the United States. As 
the concentration continues, it promises to bring the gold posi- 
tion of the United States to a final reductio ad absurdum. To 
pay more than $35 an ounce for additional metal when our 
economy is already oversupplied does not seem probable. 

The mounting stock of gold and the increasing excess re- 
serves do contain potentialities of inflation, but as long as the 
surplus funds are idle and inactive they represent only potenti- 
alities. Under an Administration which does not fully culti- 
vate the confidence factor in business and finance, the pyramid- 
ing of loans and deposits on the basis of the excess reserves 
takes place slowly if at all. Consequently, the potential ex- 
pansion does not tend to become actual. If some future Ad- 
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ministration takes a more constructive attitude toward the 
confidence factor, the situation could conceivably become in- 
flationary as a result of expansion of loans and deposits. 
Under present conditions, runaway commercial credit ex- 
pansion is theoretically possible but practically improbable. 

Thus, although on the surface the gold surplus appears to 
be highly inflationary, nevertheless in practice it is not neces- 
sarily so under present political conditions. There is nothing 
inherent in the gold situation which compels as drastic a rise 
of prices as occurred in the last war. 

The foreign exchange situation may be studied in terms of 
the relation between the pound and the dollar. After a tem- 
porary period of fluctuation in the last war the pound was 
pegged at $4.76. In this war, the corresponding level seems 
to be approximately $4.00. It is possible to view this in two 
ways: either as an inflationary factor in the British economy 
or as a deflationary factor in the American economy. Probably 
it will prove to be a little of both. One conclusion is reason- 
ably certain, namely, that the depreciated pound is not an 
inflationary influence on American cotton, wheat, copper and 
other basic raw materials. Recollection of 1932 is sufficient 
to support this proposition. 

Another phase of the gold question is the relation between 
sterling exchange and the purchasing power parity. In the 
World War, purchasing power parity between sterling and 
the dollar averaged in the neighborhood of $4.00 and the 
actual rate, pegged at $4.76, was sharply above this parity. 
Today the corresponding parity would be about $4.40, and 
the actual rate at around $4.00 is well below the parity. 

We are prone to be overly conscious of purely domestic 
factors influencing the price level, and particularly in the 
United States there has often been a tendency to discuss prices 
in a way that ignored or neglected the international connec- 
tions of prices. This war is being fought under very different 
international conditions from those prevailing in the last war. 
In the last war, the pound was seventy-six cents above the 
parity most of the time, and now it is forty to fifty cents below 
the purchasing power parity. That makes a difference in 
the inflationary and deflationary influences that are let loose. 
Broadly speaking, it is a deflationary influence on prices in 
dollars. 
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Estimated annual gold production within the British Em- 
pire is $600,000,000. As long as the United States continues 
to pay $35 per ounce for all gold offered, the British govern- 
ment need not be too greatly worried by the prohibition by 
the American Congress of foreign loans. To ship goods, make 
foreign loans, and later have the loans cancelled is one way 
of giving something for nothing. To ship goods and to be 
paid in the form of accumulation of additional stocks of a 
yellow metal possessing no utility at an arbitrary high price 
is another way of giving something for nothing. Congress 
does not appreciate the irony of such considerations. 

Gold and foreign exchange are conditioning factors for 
determination of domestic fiscal policy. Owing to the fact 
that all countries approach this war with national debts greatly 
in excess of those of twenty-five years ago, they are forced to 
finance this war more by taxes and less by loans. Every bel- 
ligerent is under pressure at the outset to go the limit in fol- 
lowing a pay-as-you-go policy. This inclination to minimize 
loans and to maximize taxes points to a basic fiscal policy 
which should prove to be less inflationary than that pursued 
in the World War. 

During the World War, the British government met only 
about 25 per cent of its expenditures by taxation. The cur- 
rent war budget in Great Britain calls for raising about 50 
per cent of expenditures by taxes. In contrast, during our 
Revolutionary War, the Continental Congress raised barely 
9 per cent of its total income from taxes and the by-word, “ not 
worth a Continental ’’, is derived from the fact that the cur- 
rency depreciated to about one one-thousandth of its pre-war 
value. 

If a more conservative fiscal policy is adhered to this time, 
the quantity of money in circulation should increase but not on 
the scale of the last war. Under war conditions the quantity 
of money tends to be a function of the rate at which banks in- 
crease their government bond investments and their corres- 
ponding deposits. If government bonds are bought by the 
public out of savings, the process is not inflationary. If the 
bonds are bought by the banks, the process is inflationary. Dur- 
ing the World War, deposits of the British joint-stock banks 
approximately doubled and the wholesale price index slightly 
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more than doubled. In France, the price rise correlated with 
the increased note issue. On a strict quantity theory basis, 
there is a good chance that this war will provide less monetary 
stimulation to commodity prices than did the last war. 

In the last war, the United States had a sharp increase of 
demand deposits late in 1915 and promptly had the beginning 
of a rapid increase of wholesale prices. The rise of deposits 
and prices was about equal until late 1916 when prices moved 
about 30 per cent higher than deposits. This excess of prices 
over deposits was in part due to foreign war orders before the 
United States entered the war. The goods that led the rise 
of prices were the goods in most active demand from European 
buyers. In making comparisons, it is well to remember that 
the wholesale price index of this country is already about 20 
per cent higher than that of 1914. 

Attention may next turn to considerations of supply and 
demand. The rate of consumption of war materials varies 
with the nature of military operations and with the degree of 
sacrifice endured by the civilian population. Obviously the 
nature of military operations thus far in the present conflict 
does not use up materials rapidly. This may change sud- 
denly, and I offer no prediction on this score. 

As to the sacrifice by the civilian population, it would ap- 
pear that the British people are being more promptly organized 
than before to curtail their home consumption of those ma- 
terials needed for war. This applies to gasoline, clothing, 
food, new automobiles, etc. This internal resource of civilian 
self-denial is being immediately exploited by the British gov- 
ernment whereas formerly it was only gradually utilized. 

The British and French have access to American markets 
and can make their demand effective. The extent of war 
orders placed here now should not be as great as the extent of 
those placed here in the last war, because in many lines of 
industry, such as steel and munitions, those countries have a 
more self-sufficient industrial capacity. Moreover, war orders 
placed on a cash and carry basis have less inflationary effect 
on American prices than those placed on a foreign loan basis. 
Between July 1914 and July 1917, the Allies borrowed in this 
country about $2,600,000,000. The Johnson Act and other 
legislation preclude repetition of such borrowing in the present 
conflict. 
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On the side of supply, this war was preceded by a stocking- 
up of essential materials by the British and French govern- 
ments. Moreover, potential world productive capacity of 
copper, steel, cotton and most other major raw materials is 
substantially greater now than in 1914. Consequently, scarcity 
or shortage of such materials is relatively remote. 

In Great Britain, unemployed labor is already rather fully 
absorbed, but in the United States the number of unemployed 
is so high that full absorption of labor supply must be regarded 
as far more remote now than in the World War. The more 
remote the point of exhaustion of labor supply, the more un- 
likely is sharp further increase of commodity prices. The 
fact that there is shortage of skilled labor in special trades 
does not conflict with this general observation. 

Furthermore, labor is better organized in both Great Britain 
and the United States than it was in 1914 and hence better 
prepared to combat the dislocation between cost of living and 
nominal wage rates characteristic of periods of rising prices. 
Labor would fight the tendency under war inflation for real 
wages to decline, and its fight would likely be more effective 
than ever before. If real wages cannot be made to decline 
IO per cent or more, inflationary war financing is frustrated 
because the essential purpose of such financing is to levy an 
indirect tax on labor, to take something away from labor and 
apply that something to war requirements, and to do so by 
inducing a decline of real wages. In light of N. L. R. B., 
C. I. O. and A. F. of L., a material decline in real wages would 
be most difficult to engineer. 

Finally, attention should be given to government regulation 
and control of prices. This is a complex subject but there are 
several critical comments to be made. 


1. First, there is abundant past experimentation upon 
which to draw. The last war brought an avalanche of 
price controls in all countries. This war already sees 
similar controls established. Governments have learned 
much about what to do and what not to do. 

2. With all of this experience, the broad lesson of the past 
is that political price-fixing has little or no effect in 
preventing an advance of the general price level if the 
fiscal policy of financing the war is inflationary. Large- 
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scale borrowing from the banks or excessive note issue 
will bring about a price advance in spite of any amount 
of attempted price control by governmental agencies. 
In the last war, price-fixing in the United States began 
only after wholesale prices had risen about 89 per cent 
above the pre-war level. Thereafter, 537 controlled 
prices were forced down 10 per cent, but, by the end 
of the war, the Io per cent decline had vanished and 
the average of controlled prices was practically the same 
at the end of price-fixing as at the start. Meanwhile, 
793 uncontrolled prices went up about 25 per cent. Con- 
sequently, price-fixing or no price-fixing, prices at the 
end of the war were about double what they had been 
in 1914. 

Within certain limits set by monetary and fiscal policy, 
political controls can be of considerable influence. At 
the start of this war, governments are predisposed favor- 
ably toward full implementation of such controls. The 
democracies are inclined to go almost as far as the totali- 
tarian states in regimenting their industrial life to the 
rigid price discipline of war necessity. 

The United States, although still neutral, has a head 
start toward such regimentation. The Temporary Na- 
tional Economic Committee has been utilized to spread 
the gospel of government intervention to prevent price 
advances by private industry. The anti-monopoly cam- 
paign of the Administration has acquainted the public 
with the idea of monopolistic competition, price leader- 
ship, etc. Presumably the temporarily constituted War 
Resources Board prepared a report, as yet unpublished, 
having to do with war-time price controls. It is as- 
sumed that the War Department has formulated plans 
for drastic regulation of essential industries in the event 
of American participation in the war. Thus there is 
already a strong momentum in this country in the direc- 
tion of a highly regimented price structure and no doubt 
there would be more immediate and more intensive use 
of such power in a new war than there was in the last 
war. 
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5. Such price regimentation has serious drawbacks. Po- 
litical appointees in price-fixing jobs tend to be ego- 
tistical and arbitrary. They create a large amount of 
unnecessary red tape and make aggravating delays in 
reaching important decisions. Often the bureaucrat 
does not have enough technical experience in the in- 
dustry under his jurisdiction to understand what needs 
to be done. The bureaucracy of price control tends to 
overrate its importance, to dodge responsibility, to 
suspect honest business advice of selfish motivation. It 
is not an altogether happy picture, but we have to face 
it anyway and might as well make the best of it. If we 
enter the war, we are morally certain to be brought with- 
in a scheme of price regimentation not greatly different 
in degree from that of totalitarianism. This one dif- 
ference would be outstanding if we were to enter the 
war. Price regimentation in a new war would be under 
the control of bureaucrats who, for the most part, were 
professional bureaucrats. Price regimentation in the 
last war was under the control of bureaucrats who were 
temporarily loaning their services from business to the 
government. They would be at a minimum in the next 
war, and the professional type of person who has grown 
up with the government would be the chief authority in 
the government with whom business men would have 
to deal in price-fixing matters. 

6. An unsavory feature of such a régime is the temptation 
to mix politics with business judgment. At the outbreak 
of the war in September, there was a flurry in sugar 
prices. Housewives stocked up with sugar, and grocery 
stores found their shelves empty. Political spokesmen 
quickly posed as the people’s friend, promising to pro- 
tect the consumer from the wicked profiteer. It was a 
tempest in a teapot, but political agencies wanted to take 
credit for stopping a price movement which was only a 
temporary flurry anyway. Under war price-fixing, 
there will be all too frequent cases of this solemn sub- 
terfuge. 


Having reviewed these various factors, one arrives at the 
conclusion that this war carries decidedly less inflationary im- 
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plications than the last one. Although I state this conclusion 
positively and with conviction, nevertheless I am fully aware 
of the difficulties of dealing with so uncertain a phenomenon 
as war. Much depends upon how long the war lasts, and if 
this war should last three years or five years I fail to see how 
anyone can predict the price fluctuations of that distant period. 
Much depends upon the nature of hostilities—whether the 
stalemate of the Western Front continues or violent destruction 
and a desperate offensive occur. Much depends upon whether 
the United States is drawn into the war and, if so, when. 
In high political quarters the opinion seems to be held that 
we shall not be in until after the elections of November 1940. 
This sounds plausible but not absolutely conclusive, and I offer 
no opinion one way or the other on this election timing theory. 
My contribution merely goes so far as to offer the opinion 
that this cannot be a long war without the United States being 
drawn in. 

It may appear to many that, war uncertainties being so 
great, any attempt to state conclusions about the price outlook 
is futile. In anticipation of this criticism I make two ob- 
servations. First, I believe my major conclusion to be war- 
ranted regardless of the uncertainties of the case. I refer to 
the conclusion that this war will be less inflationary than the 
last one. Secondly, I have endeavored to offer tools of an- 
alysis with which to interpret future surprise events as they 
unfold. There have been outlined nine principles of price 
analysis by which to trace the interconnections between war 
and prices. Application of these principles to the contempo- 
rary world crisis has been undertaken. The application will 
change in certain details depending upon future developments, 
but the principles will not change. The nine principles repre- 
sent an apparatus of thought derived from the history of war 
and prices and from the literature of economic study. I have 
not invented the principles but have sought to codify them for 
practical use and convenience. They represent the rules, the 
classical laws of price behavior under war conditions, and they 
should afford a guide to day-to-day interpretation of war con- 
sequences no matter how long the war lasts, what form it 
takes, or what nations are in it. 
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The debt burden of the United States is an unfortunate 
financial condition in face of the responsibilities of national 
defense, to say nothing of those of possible eventual participa- 
tion in this war. At the next regular session of Congress in 
1940, the bad financial condition will be fully discussed. A 
step-up in domestic armament and national defense will be 
proposed. It will be expensive, and critics of the Administra- 
tion will point to the $41,000,000,000 debt built up during 
recent years of pump-priming, experimentation, subsidization 
and manipulation. The Treasury will ask to have the legal debt 
limit raised above $45,000,000,000. The critics will say, in sub- 
stance: “ This brings the whole crisis in unsound fiscal policy 
to a head. Here we are, faced with a national defense 
emergency, in need of great financial strength, and what do 
we have? A debt load of serious proportions created in peace 
time, arising from the lending and spending recklessness of the 
last few years.” As a former Treasury official has recently 
stated, the United States is in a precariously weak financial con- 
dition to enter a war. But so are all countries precariously 
weak and for this very reason there is some basis for hope of 
a trend toward greater sanity in fiscal policy. 

About twenty-two years ago, in a program of this Academy, 
Dr. Hollander attacked war-time fiscal policy as inflationary. 
Reply was made by a Treasury official, denying inflationary 
implications in the huge war loans and attributing rising prices 
to scarcity. Dr. Kemmerer prepared a study in book form on 
war and prices, branding the war fiscal policy of this country 
as definitely inflationary, but his attack made scarcely a dent 
on the mind of officialdom in 1918. Similar dispute was tak- 
ing place in Great Britain. The economist, Edwin Cannan, 
was severely critical of British fiscal policy but he was a 
voice crying in the wilderness and he was sharply rebuked by 
Treasury officials. His experience led him to conclude: “ It 
is almost incredible now, but it is a fact that everywhere most 
of those who were regarded by the public as monetary experts 
refused to believe that the paper issues of their own particular 
country had anything to do with the rise of prices in that 
country.” 

During the last war, the plane of intellectual discussion of 
the causes of rising prices was unfortunate. In general, it 
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neglected or repudiated monetary theories and exalted pure 
supply and demand theories. This former fallacy is now well 
known and instead of neglect of the monetary influences on 
rising prices, we seem to have a tendency to go to the opposite 
extremes. The ideological background of the inflation ques- 
tion differs sharply from that of the last war. 


REMARKS BY THE CHAIRMAN 


Dr. Burcess: Thank you, Dr. Edie! 

We now come to the period of discussion. You will remember 
that one of the tenets of the Academy is that it shall furnish oppor- 
tunities for discussion from the floor. ‘Those discussions are to be 
limited to five minutes each,’ except for the opening discussion for 
which I am happy to introduce Mr. Mark M. Jones, well known 
as an adviser to business men. Mr. Jones! 


1 Space limitations make it impossible to print in these Proceepines the 
interesting discussion by several members who spoke from the floor under 
the five-minute rule.—Eb. 
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THE RECOVERY PROBLEM UNDER WAR 
INFLUENCES: DISCUSSION 


MARK M. JONES 
Consulting Economist 


| creer that all the world’s a stage, and 
we are but actors on it, I asked the Chairman if, in 
the rdle I was called upon to take, I was to agree or 
disagree with the speakers whose papers I am to discuss. His 
answer was a very wise one as usual. He said, “A little of 
both.” 

So I start in to consider the nature of the recovery problem 
with that in view. I should also like to go beyond his limits 
a little bit, and say that in any estimate of the recovery problem 
the psychological aspect needs to have special consideration, 
as well as the logical aspects so well developed in the excellent 
papers we have just heard. It seems to me that the effective 
opinion of the times does not understand the nature of the 
problem and does not understand the nature of an enterprise 
system such as we have here in the United States. It insists 
upon the taking of measures repeatedly which automatically 
debar the prospect of true or sound recovery. I do not at- 
tribute that solely to what has happened in the last seven 
years, nor to any one group. It seems to me that it is a de- 
velopment of at least fifty years, and it is predicated on at- 
tempting to do something that is utterly impossible, and that 
is as a people to cling to policies, part of which point one way 
and part the opposite way, and to keep on doing so for a long 
time. 

The United States is at a stalemate because we are trying to 
do that. We have a whole system of political controls which 
have been built up as a pyramid of which the spearhead now is 
62 federal agencies, having executive and judicial powers, of 
which 51 have been established in the last seven years. The 
effect of all this is to head us in a direction that assumes a 
static character of life and is predicated on a static philosophy. 
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It implies that it is possible to nail things down and make them 
absolutely dependable and secure. Against that we have a set 
of forces running in the opposite direction, based on science 
and technology and private enterprise which are, and must 
always be, essentially dynamic. We are trying to control 
dynamic forces with static policies, measures and ideas, and it 
will not work. It has not worked and there is no chance of 
really getting anywhere as long as we insist on chasing rain- 
bows in that manner. 

There is a short circuit that is also introduced in the situa- 
tion by war. I imagine that the war will probably put off 
grappling with the recovery problem in the United States on 
the basis of peace-time pursuits. The war situation probably 
will provide an escape from the realities of a recent and un- 
holy past, and, of course, no one can tell when or whether we 
shall finally come to grips with the facts. 

It seems to me that the stalemate in which we have reposed 
for so long resulted mainly from what I would call an un- 
sound overlordship of government in relation to business. 
Next, it seems to me that it comes to focus in uneconomic 
policies imposed in the name of labor. Then, it seems to me 
it comes to focus in a third way in the form of confiscation 
misbranded as taxation. 

I may have a narrow definition of taxation, but I do not see 
how we can have a scale of living based on technology if we 
persist in indiscriminate taxation. A scale of living based on 
technology must respect arithmetic. That is the basis of 
technology. As a result of a wholly emotional approach, we 
are insisting on attempts to repeal arithmetic by government 
or law or some other magic. I am just as impatient as any- 
one over the fact that it cannot be done, but I have been 
trying to find ways of doing it for the last thirty-five years 
and I am beginning to think that it cannot be done. 

It seems to me that the ultimate problem with which we are 
confronted here is that of a constantly increasing govern- 
mental overhead which is superimposed on a gradually di- 
minishing base. I think that one of the lessons to be drawn 
from recent experience is that the United States is too big 
a country to be run either from Wall Street or Washington. 
It seems to me that the job has to be done on Main Street. 
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Until we realize that, until people go about taking care of 
themselves to a greater extent, and until we foster and stimu- 
late private initiative to a greater extent, the people of the 
United States will keep on emulating the blind man in the dark 
cellar looking for a black cat that isn’t there. 

With respect to the second paper on “ Employment and 
Federal Finance’’, it seems to me to be interesting to note 
that there is a relation between the accumulating deficiency in 
man-hours since 1934 and the curve of the accumulating 
Treasury deficit. In other words, there seems to be a relation 
between the accumulating deficiency in work opportunities and 
the accumulating Treasury deficit. With respect to unem- 
ployment, the crux of the problem no longer pertains to people 
who were once employed, but to that six hundred to seven hun- 
dred thousand net addition to the labor force of the nation 
which arises annually from those who come of age each year. 
They do not confront the same opportunity that their fathers 
did, because the growth of our national economy has stopped. 
It seems to me that sooner or later we must realize that govern- 
ment spending can be stimulative only in a narrow critical 
stage in the cycle and then but momentarily. Otherwise it 
is likely to make dope addicts of a large proportion of the 
people. Government spending has the same effect on the 
body of the people as dope on the body of a person. 

Of course, it can be taken repeatedly, but the effect ultimately 
is like dope. If continued the patient probably will blow up 
and go crazy. With respect to federal finance, it seems clear 
that if we do want more revenue for the federal government, 
there is one method to which we can resort with a reasonable 
prospect of getting it. Of course, the people usually will try 
every way except the right way first. In this case, the obvious 
remedy for more revenue for the government is a reduction 
in the rates of taxation. We have a scale of living based on 
technology that depends on the flow of private capital. The 
flow of private capital has been seriously interfered with. 
Until we work out ways by which we can induce that state 
of confidence which has been referred to here on the platform 
this morning, and thus resume the flow of capital, particularly 
the application of capital through investment, there is not 
much prospect that we will resume the upbuilding of the scale 
of living of the people of the United States. 
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The one thing that I would like to qualify in Mr. Ballan- 
tine’s speech is the implication that there may be a sound 
basis for the enlarging functions of government. Now, there 
may be, but I do not believe that we can concede it too easily 
if we want to be particular—review what we have done, what 
happened and whether it was worth what it cost. 

With respect to “ Labor Policy and the Volume of Em- 
ployment ”’, I should like to call your attention to a few items 
which seem to me to be noteworthy. First, the indiscriminate 
pushing up of labor costs has unduly accelerated the substi- 
tution of capital for labor. Then, of course, attacks are made 
on the machine as causing unemployment. So the charges 
are made against the machine instead of the primary cause 
which is the uneconomic pushing up of labor costs. 

Seniority under static conditions cuts down the infusion of 
new blood, tends to maintain more of a monopoly of older 
workers and to prevent keeping the age groups in a working 
force in balance. Restrictions on production such as sit-down 
and slow-down strikes, of course, have had the effect of re- 
ducing the demand for labor. 

I think it is about time that we examine the question as to 
the extent of the divergence of interest between employee and 
employer. So much that is done in the name of labor really 
is predicated on the doctrine of the class war. That brings 
us down to the assumption that there is so great a divergence of 
interest between employees and employers, that an unre- 
sponsible third party must be introduced in order to bring about 
equality of opportunity. So in countless places we are trying 
to operate one body with two heads. 

It looks to me as though the divergence of interest between 
the labor leaders and workers is much greater than between 
the workers and the employers. 

As to “ The Influence of War on Prices”, I have very little 
tosay. Thisisamachine war. That means that capital goods 
will be more important than ever. It seems to be an apart- 
ment house war on the Western Front. The length of the 
war is a matter of the greatest importance, but the effect on 
prices, it seems to me, depends also on the policies of the Allied 
nations. First and most important is their strategy for the 
control of the raw material resources of the world. Second 
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is the policy they follow in their procurement of manufactured 
articles from North America and the conditions under which 
they doso. The basis of payment will also have a great effect 
on our prices. Then there is the factor of ability to get North 
American products to Europe. But more important, it seems 
to me, is the question as to the attitude and policy to be fol- 
lowed by manufacturers in the United States in procuring 
materials and employing labor for war supplies, and the at- 
titude to be followed by labor leaders in confronting the war 
situation. These gentlemen may wish to drop the match that 
will touch off an explosive inflation. Labor profiteering 
probably will be one of the chief factors determining the in- 
fluence of the war on prices. 

Now, the outstanding factor in this situation, I think, is the 
effective opinion of the times in the United States. I do not 
believe our self-styled liberals understand the situation or an 
enterprise system. I do not think that we can keep on pursu- 
ing the idea that there is some magic in government or law 
that can coerce virtue into being or do the other things implicit 
in our rainbow chasing or in our efforts at rain making. I 
believe that there is a vast opportunity in the United States 
to do something that has never been done before in the world. 
I believe that we have the greatest industrial mechanism and 
productive potentiality of any nation—one that is the principal 
envy of the rest of the world. It is the opportunity to advance 
the well-being of more people to a higher level than ever be- 
fore in history. I regret as much as anyone that so many 
illusions stand in the way of going ahead and taking advantage 
of the opportunity that science and technology and private 
enterprise present. 

But one thing at least is now clear, and that is that more 
people are more dependent on capital than ever before in his- 


tory, and that we cannot run a capitalistic system without 
capital. 
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WILL WAR REMOVE THE OBSTACLES TO PRIVATE 
INVESTMENT AND EMPLOYMENT? 


INTRODUCTION * 


SHEPARD MORGAN, Presiding 


Vice President, Chase National Bank of the City of New York 
Trustee of The Academy of Political Science 


E are about to open the Second Session of the day’s 

V \ program, dealing with the effect of war on Amer- 

ica’s idle men and idle money. The topic we have 
for discussion this afternoon bears perhaps a little more directly 
on the war than the topic discussed this morning. Our topic 
this afternoon is ‘‘ Will War Remove the Obstacles to Private 
Investment and Employment?” You see, that topic is phrased 
as a question, and in answering the question the Academy, of 
course, takes no position, because the Academy cannot attempt 
to prophesy. Moreover, the Academy, as well as everyone 
else in the United States that I know of, and most of the people 
of Europe whom I have recently seen, regards the war as an 
unmitigated calamity. 

Whether the present war will remove the obstacles to private 
investment and employment, which have been perplexing us 
for the past ten years, is a question which these distinguished 
speakers this afternoon will not attempt to solve. I imagine, 
that they will attempt to give you, in the proper manner of 
the Academy of Political Science, the facts upon which you 
may possibly make up your minds as to whether the obstacles 
will, in fact, be removed. They will also touch upon the 
extent to which the war itself may join with the forces that, 
happily, have been in motion already to remove these obstacles. 
I imagine the speakers will not indulge in prophecy. I do not 


* Opening remarks at the Second Session of the Annual Meeting. 
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need to warn them that a prophet is not without honor save 
in his own country. The United States is pretty big, so that 
the destiny of the prophet is even more unhappy in the United 
States than in smaller countries. 

Our friends, speaking from the fullness of their knowledge, 
will give you the facts upon which you can make up your 
minds as to what the probabilities are. The first speaker is 
John Donald Black who is Professor of Economics at Harvard 
University. He was for two years Chief Economist of the 
Federal Farm Board. He was Professor of Agricultural 
Economy in the University of Minnesota, and now he has 
come to us from Cambridge to talk on the subject, “ The 
Effect of the War on Agriculture”. Professor Black! 
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THE EFFECT OF THE WAR ON AGRICULTURE 


JOHN D. BLACK 


Professor of Economics, Harvard University 


VERY simple way of analyzing the position of 
A American agriculture in a new war economy will be 
to assume that this war is going to turn out much 
like the last one, and that in a year or so our whole economic 
machine will be geared to the production of supplies for a large 
fighting army in Europe, if not our own army, then that of 
England and France and their Old World allies. On such 
an assumption we can turn to the Napoleonic wars, to our 
own Civil War even, and to the last World War, and see what 
happened to agriculture during hostilities and afterward, and 
then apply the logic of simple analogy dangerous though it 
may be. Such seems to be the basis of the usual statements 
that one now hears. Mr. Louis Bean dealt with the subject on 
this basis in a discussion before Governor Harold Stasson’s 
conference at St. Paul late in September. 

For three reasons, this treatment of the subject will not 
serve in the present situation. First, it is not safe to assume 
that we shall this time also presently find ourselves engaged 
in the actual fighting; and to forecast how our agricultural 
economy will be affected if we play only the part of producer 
of supplies is difficult. Our experience after we declared war 
in 1917 will not suffice, in the present state of our thinking, 
as an analogy—for the later years of the present episode the 
parallel wanted is more nearly with what would have hap- 
pened after 1917 if we had not declared war. In the second 
place, even if we finally enter the war, we do not know what 
kind of a war it is going to be. It certainly is not starting out 
along conventional lines. 

In the third place, our agriculture is now much more under 
public management than on the other occasion mentioned— 
so much so in fact that forecasting the effect of a war of today 
on American agriculture is in considerable measure forecast- 
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ing its effect on the public programs for agriculture and upon 
how these will work out under war influences. 

So far as the immediate situation is concerned, we need of 
course to be thinking of the year 1914 as a parallel rather 
than the year 1917. But even this is not a good parallel. So 
many circumstances are not the same now as then. The war 
itself seems to be vastly different. The demands for our ex- 
port farm products may very well be different from those of 
1914-16. As the prospect now shapes itself, we can see noth- 
ing more immediately ahead than a somewhat increased buy- 
ing of lard and pork products, and continuance of the already 
higher wool prices because of increased demand upon largely 
foreign sources of supply to which our merchants also resort. 
Cotton exports are more likely to be lower than higher in 
consequence of the war. This does not mean, however, that 
foreign buying will not be in excess of the low figure of last 
year. Foreign reserves of American stocks have probably 
been nearly exhausted, and this is no time to experiment with 
other staples. Exports of fruit have already been hard hit. 
If a year hence the wheat crop is short in both the United 
States and Canada, the situation will be reversed, but it must 
be remembered that world supplies of wheat are very much 
larger now than in 1914. With average yields, at least two 
more years will be needed to reduce them to normal. Cotton 
supplies are even larger than wheat supplies. Another year 
of war will see more interest in pork supplies, and probably 
a little interest in dairy and possibly beef products. A third 
year of war, granted normal yields, will be needed to cause 
any sizable exports of any of this list of products except those 
of pork.* 

The indirect effects of the war on our agriculture can easily 
be more important than the direct effects. It may take two 
forms, effects upon domestic demand and prices for products, 
and effects on the demand for labor. Should the demand for 
products of our industries for export stimulate after a year or 
two a sustained higher level of factory production and ac- 
companying construction, and the higher prices normally as- 


1 These statements assume in part that Danish supplies will still be able 
to reach British markets. If they do not, American dairy and pork products 
will be in greater demand than this statement suggests. 
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sociated therewith, the domestic consumption of cotton would 
increase significantly, and in lesser measure that of such foods 
as dairy and poultry products and beef. 

This leads to the question of availability of larger supplies 
of farm products. We entered the World War in 1917 with 
relatively short supplies of wheat and some other major prod- 
ucts. To meet the new larger demand, we pushed out into 
the West, and in the East and Midwest we broke up many 
millions of acres of old pastures and meadows. The acreage 
of harvested crops was increased by nearly fifty million. 
There need be no repetition of this sorry spectacle in this war, 
even if we enter it in the end. Under our production control 
programs we have been holding half or more of this amount of 
land out of cultivated crops in most years since 1933. Much 
of this reserve land has been made more productive through 
soil-improving practices. Improved technology in the last 
decade has added notably to the possible yields per acre. 
Power machines can readily replace the horse and mule still 
further, and save more millions of acres now used to grow 
feed for work animals. 

It should be apparent, then, that a vigorous rise in prices 
of farm products would be promptly met, if there were no 
production controls, by a large increase in agricultural out- 
put. But one would normally expect this expansion to check 
such price increases before they went very far. So far as this 
concerns single farm products taken by themselves, it would 
be a safe assumption. But in war times and other periods, 
when prices are advancing along a wide front, the prices of 
farm products commonly also move forward without full re- 
gard to conditions of supply. Just why this is so, I shall let 
the monetary theorists explain; but I am not satisfied to put it, 
as are some workers in the United States Department of 
Agriculture, in terms of a constant proportion of the national 
income being spent for farm products. If farm products prices 
did generally rise as part of a general price level advance, 
even though output was also increasing, at some point a few 
years hence we might have a situation that would put all 
efforts at production control under severe handicap. 

In this present situation, however, not like 1917, the prices 
of machinery and farm supplies are likely to rise at least as 
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much as the prices of the farm products. The reasons for this 
are as follows: First, in 1917 we were still living in a period 
of low industrial wages; ever since 1920, the wages of urban 
labor have been high relative to prices of farm products. 
Secondly, there is no unusual scarcity of farm products to start 
with. If cost prices advance before, or as soon as, selling 
prices, this would have considerable effect in retarding the 
expansion of agricultural production ; but probably not enough. 
Rising prices are incendiary in their effects. 

Hence, though nothing in the way of food and fiber shortage 
now stares the westernmost warring nations in the face, should 
the war continue, after two or three years we may have a situa- 
tion in which higher prices will induce an untoward enlarge- 
ment of our agricultural output unless more effective produc- 
tion control measures are devised than have been in use since 
1935; and should the war come to an end sometime afterward, 
something of the disaster to agriculture of 1920-39 will repeat 
itseli—how much of it depending upon how long the war and 
how great the price rise. 

To appraise the nature and extent of such a possible dis- 
aster, one needs to consider the factors involved in it. First, 
there is the over-expansion of production phase. Its réle in 
the last war situation could easily be exaggerated. Its part 
in the next will be greater, if the controls break down, because 
of the greater ease with which such expansion can be attained. 

Secondly, there is the land-boom phase of it—no doubt the 
largest single factor in the agricultural depression of the nine- 
teen-twenties. There should be no real runaway land market 
on this occasion. The net earnings of agriculture are not 
likely to surge upward in this new war, if it lasts, as they did 
in 1917-19, since the gap between selling prices and cost prices 
will be much narrower. The boom in 1917-19 came as a 
climax to a rapid rise in land prices from 1900 on, accompany- 
ing a steady climb in the price level and more rapid rise of 
farm than of other commodity prices. Land prices are still 
depressed in the present situation. The farm foreclosure rate 
is still high in most sections of the country—at record levels 
in the St. Paul Land Bank District. Important forces are at 
work keeping land prices down in the agricultural economy of 
the day, not least of these being the higher standards of living 
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and of working conditions now insisted upon by farm people. 
Today on almost a million farms, an automobile, a tractor, 
and a high school education for the boy and girl are rated as 
more important than paying off the mortgage. Within limits, 
a rise in land prices would therefore furnish needed relief to 
agriculture in many areas. It would help public credit 
agencies as well as private ones—also tax collections. Further- 
more, one has reason for believing that a land boom can be 
more effectively stifled now than in 1917-18. For example, 
the public credit agencies can stiffen their requirements. 
Finally, should a period of decline set in subsequently, a much 
smaller proportion of the mortgages would be on a short-term 
basis requiring immediate payment. 

The other important factor is the labor supply and ac- 
companying wage rate. As has been stated in other papers, 
except for skilled labor bottle necks and the like, the unem- 
ployment reserves in our cities should be able to meet the 
industrial demands of several years of war without any rise 
in wages. Back on the farms are perhaps a million more who 
would be drawn to the cities if jobs appeared. The real 
danger in the situation is that prices would rise a good deal 
and wages along with them, and then afterward wages would 
not decline with prices, precipitating a new decade of malad- 
justments like that of the twenties. It was not so much that 
wages were really too high in the twenties; rather that they 
were too low before the World War. It was the extremely 
sharp break upward from the very low levels of 1900-1916 
to the relatively high post-war levels that introduced severe 
disequilibriums within industry, and particularly as between 
industry and agriculture, and trade and agriculture, which 
were by no means leveled out by 1929, and were recreated in 
fact in the depression of the thirties. A very moderate in- 
crease in prices, such as we can expect in the early years 
of a European war, ought to be absorbed without breaking up 
our present wage structure. If so, there should be no dele- 
terious effects on agriculture. A considerable increase in 
prices, on the other hand, would impose serious further dis- 
equilibriums on those still remaining with us from the World 
War. For the sake of agriculture as well as industry, the 
situation calls for keeping prices as nearly at present levels 
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as we can optimistically hope for, and for the full employ- 
ment of all the price control weapons in the public arsenal, 
and all the collaboration of private financial and industrial 
agencies that can be mustered. 

If somehow any increased demand for farm and industrial 
products that may arise in the pending war situation could be 
met simply by increased volume at present prices, and in- 
creased employment at present wages, all interested would 
stand to benefit from these increases at the time, and the after- 
effects would not be highly serious, consisting mainly of read- 
justments to lower volume again. Should our price and wage 
structure break badly, the gains of the moment, for the rank 
and file at least, may be all swept away in the subsequent 
upheaval. 

An increased volume of agricultural production, with no 
price increases, or very moderate ones, would also contribute 
to the better working of all the public programs for agriculture. 
But large price rises would disturb them greatly. It might 
seem at first glance that such price increases would greatly 
benefit the Farm Security Administration by reducing the 
number of cases demanding rehabilitation loans. It surely 
would have this immediate effect. It would also cause many 
thousands of such families to move to new jobs in the cities. 
But we have no reason for believing that hundreds of thou- 
sands of such families would not be in need of rehabilitation 
in the land after the war flurry was over. Come recession and 
large numbers of those who moved to town would return to 
the land as they did in 1930-33. The permanent new jobs 
in the city would mostly be retained by the young people now 
waiting on farms for a chance in the city. Mechanization of 
agriculture would probably take away the old jobs of the 
young men on the farm in the war years while they were gone. 

No ordinary war could improve much the prospects for 
good prices for cotton in the next year or two; but if such 
prices should come presently, the displacement of labor by 
machines, and of croppers by laborers, would proceed apace. 
In the period afterward, the cotton cropper problem would 
become very acute. 

As for the soil conservation program, it is possible that the 
increased income of more prosperous war years would be 
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drawn off to finance needed erosion control improvements and 
the like; but it is also possible that the hope of cashing in on 
better markets and prices would divert attention away from 
soil conservation. A growing interest in better leasing sys- 
tems and better tenure arrangements might suffer a similar 
partial eclipse. 

As for the A. A. A. program, a real war economy situation 
after a few years would surely bring agriculture somewhat 
nearer to a “ parity” of income than it has been at any time 
since 1925-29. Volume of production as well as price would 
contribute to this. How much price would contribute to it 
depends upon how much more selling prices advance than cost 
prices. This might be very little. A nearer approach to 
“parity ” prices would be politically helpful to the A. A. A. 
program for the time being. In the longer run, the sooner 
that our farm people, and their leaders and political represent- 
atives generally, learn that any general achievement of “‘par- 
ity’ prices is hopeless, the better for them as well as for the 
rest of us. Which party will have to pay the penalty for this 
deception of our agricultural public, and how soon, remains 
for time to tell. It has as good a chance of wrecking the 
Republican as the Democratic farm program, but under such 
guises as cost-of-production, or the Woodruff Bill for using 
parity as a basis for tariff duties. It is high time that more 
of our agricultural policy leaders have the courage to ad- 
vance and defend parity income as a substitute for parity 
price. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MorGAN: The next speaker is the Senior Partner of 
one of the leading accountancy firms not only in the United States 
but in the world. It seems to me, from my knowledge of him, 
through a good many years, that he has done more than anyone to 
raise accountancy from a business to a profession. As you will see, 
he is a man of fluent mind and fluent speech. I take pleasure in 
introducing Mr. George Oliver May. 
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FEEL grateful to you, Mr. Chairman, for the extravagant 
if way in which you introduced me and I am pleased to 
have the honor of appearing before this Academy. The 
subject assigned for my address today must look to most of 
you, as it does to me, like the topic for a five-year research 
program rather than a twenty-minute talk. That distressed 
me until I heard what Mr. Morgan had to say in starting the 
proceedings. I also noticed that I am only opening the 
subject for Professor Warren, who is going to deal with the 
real problems upon which I shall only touch. 

The question which I have been asked to discuss is the 
economic effect of taxation. It is interesting to note the in- 
creasing extent to which taxes are being considered in terms 
of their economic effects. Whether a tax is justified on the 
principle of ability to pay or equality of sacrifice, or upon 
the benefit theory, seems to be regarded more and more as 
unimportant in comparison with the question of the probable 
economic effect of the taxation. No doubt if a tax is regarded 
by taxpayers as unjust, that sense of injustice is apt to in- 
fluence their action and thus produce one of the economic 
effects which must be taken into consideration. 

There is no objective way of determining what constitutes 
relative equality of sacrifice. As Lord Stamp once put it, 
“. .. it is very difficult for a man to say quantitatively that 
one boot pinches three times as much as the other, even where 
both are his own, and how much more difficult is it for one 
man to say that his boot pinches twice as much as another’s!” 

Once the principle of progressive taxation of income and 
wealth is accepted (whether it be on the “ ability to pay ’’, the 
“ equality of sacrifice”, the ‘ benefit”, or any other theory), 
the rate of progression that is appropriate becomes a matter 
of subjective judgment and, in practice, the effect on the econ- 
omy has in periods of high taxation become the limiting fac- 
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tor. This fact was clearly recognized in England by the 
famous report of the Colwyn Committee in 1927, but does not 
seem to have been as fully apprehended in our country, at 
least until a later date. 

I assume that it would be the wish of the Committee that 
I should direct my attention particularly to the problem as 
it affects our country and in the expectation that we shall not 
ourselves become participants in the war. I shall first devote 
a few minutes’ attention to the problem, as it is presented to 
the belligerent nations, taking Great Britain as the nation 
approximating more nearly to our own conditions than any 
other. 

In the first place, the difference between the problems of 
today and those of 1914 is apparent. In 1914 Great Britain 
was on the gold standard, was wedded to the idea of voluntary 
military service, was operating under an industrial system in 
which government control played an insignificant part, had a 
budget of about 200 million pounds, and was levying an in- 
come tax and maximum surtax each of approximately 6 per 
cent. At the beginning of this war (if we include in that 
period the year’s peace that was no peace), Great Britain had 
a managed currency, was ready for conscription, was operat- 
ing a large part of its industry under varying degrees of 
governmental control, had a budget of about £1,000 million, 
and was levying an income tax of 27% per cent with a maxi- 
mum surtax of over 40 per cent. 

An examination of British expenditures for the six years 
beginning with the fiscal year 1914-15 leads to the conclusion 
that of a total war expenditure of approximately 10,000 mil- 
lion pounds, roughly 30 per cent was derived from current 
revenue and 70 per cent from borrowing. The new war 
budget in England proceeds on lines similar to those adopted 
in the World War. The estimates for a full year contemplate 
additional taxes of 226 million pounds exclusive of a tax of 
60 per cent on excess profits. The income tax is raised to 
37% per cent, the maximum surtax to 47% per cent and the 
maximum estate duty to 60 per cent. Increases in consump- 
tion taxes are expected to yield 66% million. The estimate 
of the amount to be borrowed this year is nearly 1,000 mil- 
lion pounds; and if the amount to be borrowed in a full year 
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of war is estimated at only the same figure, it is apparent that 
the new taxes, apart from the excess profits tax, will yield only 
about 18 per cent of the anticipated additional expenditures. 

The yield of the excess profits tax is not estimated. In 
the last war it ytelded rather more than the income tax (in- 
cluding surtax). The London Times looks to it to become 
“the superlative buttress to the revenue.” Since the tax is 
to be levied only on profits in excess of the pre-war standard, 
this implies that industrial profits will be greatly expanded 
rather than that prices and profits will be restricted (though 
the Chancellor did talk of avoiding inflation). If so, despite 
the tax of 60 per cent on the excess over pre-war standards, 
the position of owners of industrial enterprises will be rela- 
tively favorable in comparison with that of recipients of earned 
income, including officers of the armed forces, civil servants, 
and the great salaried and professional classes whose impor- 
tance to the nation is manifest. True, the English relief to 
earned income is somewhat greater than our derisory allow- 
ances. But consideration of this case emphasizes the invalidity 
of the assumption which underlies much of our economic writ- 
ing, that above a certain modest level, receipt of similar in- 
comes implies substantially similar abilities to pay, even though 
the sources of the incomes are permanent and well assured in 
one case and fleeting and precarious in another. When taxa- 
tion becomes high, acceptance of this false premise results in 
major injustices. 

The measurement of industrial profits for short periods in 
times of changing prices and abnormal expenditures is one of 
great difficulty, and with taxation at high rates the effect of 
overestimation in individual cases may be ruinous. The his- 
tory of British taxation suggests that efforts will be made 
through special allowances and tentative assessments to safe- 
guard the industrial structure from undue hardships and to 
allay apprehensions which might discourage needed activities 
and adversely affect production. The excess profits tax law 
contains provisions designed to result in the tax being levied 
ultimately on increases in profits over the war period as a 
whole rather than on the basis of single years considered 
separately. 
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On the old question of the parts to be played by loans and 
taxes in the financing of war, I do not propose to express an 
opinion. I leave that to Dr. Warren. Immediately on pub- 
lication of the budget, J. M. Keynes drew attention to what 
he called “the utter futility of the old imposts to solve the 
problem, even when pushed almost to the limits of endurance.” 
He urged that the vital necessity was to take steps to restrict 
the rate of interest on current savings (lent to government) 
to 2% per cent. Such a procedure, together with an average 
increase in wholesale prices of 20 per cent or more, which he 
regarded as warranted and desirable, and the application of 
the excess profits tax to the resulting increase in profits, 
would, he suggested, go a long way toward solving the 
problems of the Treasury. 

The importance of the borrowing rate is manifest and is 
evidently fully recognized by the British government. As 
you know, the Bank rate, which was raised to 4 per cent on 
the outbreak of the war, has again been reduced to the 2 per 
cent previously in effect. No doubt steps are being taken to 
restrict the uses of borrowings to desirable objects by means 
other than a high Bank rate. The implied assumption of 
Keynes that even if old methods of taxation and finance have 
in other respects to be abandoned, long-term borrowing will 
continue, and that the rates contracted to be paid over those 
long terms will continue to have the same significance as in 
the past, seems open to question. To assume that England 
may borrow £1,000 million annually for the duration of the 
war, and that a comparison between the present value of long- 
term obligations if they are issued at 4 per cent or, say, 2% 
per cent is the practical measure of the difference in the bur- 
den which the country will have to bear, is surely to underrate 
the probable effect of a protracted war on the whole fiscal 
system. It is difficult to see how purely voluntary subscrip- 
tions could be secured on such a basis as 2% per cent, subject 
to tax. 

If the war continues, it seems evident that Great Britain 
will not be able to finance it by methods of the same general 
character as those employed in 1914-18, but will be forced to 
resort to virtual compulsion to a far greater extent than at that 
time. Probable economic effects are that government control 
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will be greatly extended and the Civil Service will be further 
enlarged. Perhaps the increased mechanization of warfare 
will leave man power readily available, but it is to be an- 
ticipated that the demobilization of controls and civil services 
will prove an even more difficult problem than the demobiliza- 
tion of military forces. 

Turning to our own position and comparing it to that of 
1914, when we were still neutral, our federal expenditures are 
today running at the rate of g billions as compared with less 
than one billion at that time; and the maximum combined 
income and surtax is 79 per cent, compared with 7 per cent. 
Our federal death duties now run as high as 70 per cent 
(higher than the new British maximum), whereas then we 
had none. 

In seeking a background for the consideration of our own 
problem, we may perhaps turn to the economic effects of the 
“war” against unemployment, which we have been conduct- 
ing for several years. In this connection, some figures are in 
the course of publication by the National Bureau of Economic 
Research in the form of an interesting and valuable study 
undertaken by economists connected with the Securities and 
Exchange Commission. From this study (the figures in 
which must, of course, be recognized as only approximations 
and subject to possibly wide margins of error) some important 
changes may be summarized as follows: 

In the five years 1933-37, it is estimated that there was an 
increase in cash and bank deposits of persons and institutions, 
other than governmental bodies and corporations, of about 
8 billion dollars. There was, also, an increase in the resources 
of insurance and pension funds and building associations of 
another 8 billions. On the other hand, private holdings of 
securities and investments in homes decreased by about 5 bil- 
lions, and the losses and dividends of corporations exceeded 
their earnings by about g billions. The authors conclude that 
there was a net increase of net private and business saving 
of something under 2 billion dollars. During the same period, 
government expenditures exceeded government revenues by 
17% billions of which debt repayment, loans and investments 
accounted for perhaps 4 billions. 
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Adopting an idea that has received considerable publicity 
in the recent past, the authors of the study have undertaken 
to compute the amount of what they think may be called 
“ capital’ expenditure of the government, and, by deducting 
from this amount a provision for depreciation, to arrive at a 
net figure which they treat as a part of the increase in na- 
tional wealth. Deducting this figure, as well as the debt 
repayments, loans and investments of 4 billions, from the 17% 
billions, they reduced the figure of governmental dissavings to 
the relatively modest figure of 4 billions. 

The analogy assumed between governmental and private 
operations is, I think, a false one, except to the extent that 
governmental operations are of an essentially industrial and 
profit-earning character. The estimate of capital outlay made 
in the study includes all public works and 40 per cent of such 
expenditures as those of the W. P. A., the C. W. A. and the 
C.C. C. It seems to me excessive, and the provision for de- 
preciation, as the authors recognize, is, owing to lack of neces- 
sary information, inadequate, so that I am not prepared to re- 
gard the final figure reached by the authors of the study of, 
roughly, 9% billion dollars, as measuring with anything like 
accuracy the increase in the wealth of the country that has 
resulted from government expenditures during the five-year 
period. 

However, some of the figures presented possess very real 
interest. The decline in private holdings of securities and the 
growth in institutional assets and in uninvested balances re- 
flect in large measure an unwillingness to take risks, which has 
been one of the factors affecting adversely both industry and 
the revenue. 

There are other aspects of our present situation which are 
more favorable. As I said when I last spoke to this Academy 
in 1937, ‘‘ The effects of taxation can hardly be discussed sat- 
isfactorily without reference to the method of taxation em- 
ployed.” At that time, I particularly emphasized the detri- 
mental effects on our economy of high income and undis- 
tributed profits taxes levied on the income of individual years 
without regard to losses in other years, and the unsatisfactory 
and one-sided treatment of capital gains and losses. I wel- 
come the substantial steps that have since been taken toward 
remedying these unjust and discouraging provisions of our 
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tax law. As a result of the practical repeal of the undis- 
tributed profits tax and the enactment of more liberal pro- 
visions permitting the carrying forward of losses as offsets 
against subsequent gains, we have created a more favorable 
atmosphere for the development of new enterprises. In this 
improved situation, the stimulus of even moderate war pur- 
chases should, if restraint and good judgment are exercised 
by both industry and government, have a substantial and 
beneficial effect on business, profits and government revenues. 

If the fact is recognized that a need does not produce a de- 
mand unless it is combined with purchasing power, and the 
limitations on the purchasing power of the Allies are fully 
appreciated, we are unlikely to have any considerable creation 
of new and uneconomic production facilities to meet war needs 
such as took place in the last war. Not only would an indus- 
trial boom based on war purchases from abroad be unhealthy 
in its aggregate effects, but the potential demands of the Allies 
would seem quite inadequate to form the basis for such an 
expansion. At most, they can accelerate the recovery in 
business which was beginning to be manifest before the hos- 
tilities became imminent, and tend to make the upward trend 
more enduring. 

If we look back to the records of the last war, we find that 
in the first half of 1918, for which reliable figures are avail- 
able in reports of the Secretary of the Treasury, the Allies 
together were spending in the United States (apart from 
special items such as interest and maturities) at the rate of, 
roughly, four billions a year. Speaking very broadly, this 
total was made up of about one quarter each, for purchases of 
(a) cotton; (b) cereals; (c) other foods; and only one quarter, 
or a billion dollars a year, was for (d) all kinds of imple- 
ments of war. It must be remembered that prices of agri- 
cultural and other products were then two or three times as 
high as today. And it must be remembered, also, that the 
distribution of Allied purchases was largely influenced by con- 
siderations of transport and finance. Transport from the 
United States was easier than from other countries, excepting 
the Scandinavian and Iberian; and since the United States was 
prepared to make advances to cover all purchases in this coun- 
try, the financial problem did not arise in respect of purchases 
here. 
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The position in regard to transport in the present war is 
not yet fully determined. However, it is apparent that the 
financial resources of Great Britain and France in the United 
States are relatively small compared to those during the last 
war and the position of Britain in some other countries, such 
as the Argentine, is probably more favorable. The productive 
capacity of Canada, also, has greatly increased. It is therefore 
to be expected that the purchases of England and France in 
the United States will be relatively restricted and highly se- 
lective, and that the increased purchases of one class of 
products will be achieved largely through the reduction of 
purchases of other commodities. 

Assuming that we are successful in avoiding being drawn 
into hostilities, the war will inevitably lead to increased gov- 
ernment expenditures, particularly for military and naval 
purposes, and our budget problem is likely to remain a difficult 
one. 

Experience here and in England has proved that our present 
maximum surtaxes have passed the point of highest productiv- 
ity in times of peace; and while the direct taxation of income 
in the middle income groups might well be higher than it is, 
it may be doubted whether an increase in these rates could as 
a matter of justice or politics be effected without some com- 
pensating reduction of indirect taxation. Our efforts should, 
therefore, be directed to eliminating waste and increasing the 
national income, and the one thing that seems to me to be clear 
from our experience of recent years is that spending by gov- 
ernment does not provide a satisfactory way of achieving these 
objects. Private industry must be revived, and, as I have 
suggested, the conditions are in important respects more fav- 
orable to revival than they have been for some time. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MorGAn: Thank you, Mr. May! 

Our next speaker was formerly connected with the Federal Re- 
serve System and subsequently went into private business. He was 
then transplanted to that heaven of thinkers at Princeton, the In- 
stitute for Advanced Study. I welcome a familiar figure at our 
Academy sessions, Mr. Robert Warren! 
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O borrow a phrase which St. John Chrysostom used in 
a very different association, war seems to many 
Americans “a desirable calamity”. The adjective, 
we may suppose, is applicable to wars in which this country 
does not participate; but in early September, it appears, a 
good many people seemed to hold the view that war in 
Europe spelled prosperity in the United States. The coin- 
cident spurt in business activity and in commodity prices gave 
color to the argument, but that modern Delphic oracle—the 
stock market—expressed itself after the traditional manner 
of oracles. It declined in August in anticipation of war, and 
on the realization of its apprehensions rallied by approximately 
the amount of the previous decline. It then lapsed into mystic 
and noncommittal silence. 


We have no intent of passing a moral judgment on this at- 
titude. In recent years our economy has been relatively de- 
pressed compared with that of all the major European 
countries. The margin between our inactivity and their ac- 
tivity more or less measures the difference in the part played 
by war preparation in the respective economies. If certain 
persons believed that a European war would increase the 
element of war-demand in our economy, and so provide for 
a fuller utilization of our personal and material resources, they 
were basing that belief on a substantial precedent. For at 
least the past three years, and in instances over a longer period, 
the economy of every large nation in the world, with the single 
exception of the United States, has been so heavily conditioned 
by war preparation that armament has become the founda- 
tion of its industrial activity, and especially of its employment. 
The “threat of peace”, however cruel and cynical the term 
may sound, was no empty phrase in Europe at any time in 
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1939, whether before or after September 1. The economy of 
Europe had become so characteristically a war economy even 
before that date that, although war might be a disaster, any 
peace which would have abruptly reduced the existing magni- 
tude of armament demand might have been economic catas- 
trophe. This elemental fact must be borne in mind, both in 
analyzing the problems of war finance, and in undertaking 
our estimates of its economic effects. In a military sense, we 
say that the war is but ten weeks old; but economically speak- 
ing the war is now in its fourth year. Since the middle of 
1936, the economy of Europe has been a war economy; its 
finances have been war finances. In considering the economic 
effects of war and war finance, the fact of duration has already 
entered the account. 

Before discussing the effects of war finance, we propose to 
explore war finance in theory as well as practice. Considering 
the importance of the topic, it might be supposed that the 
theory of war finance would have engaged the attention of 
economists—that they would have subjected it to the same 
objective, severe and critical scrutiny as military theorists de- 
vote to the study of war itself. Actually, the literature of war 
finance, while voluminous, is on the whole descriptive, un- 
critical and non-theoretical. Because some sort of theory 
seems prerequisite, we shall attempt to improvise one. 

War Costs. War finance starts with an analysis of war 
costs. The costs of war fall under three heads: 


The direct fiscal cost of prosecuting hostilities ; 


2. The indirect, non-fiscal burdens on the community 
incidental to the conduct of war; 
3. Such economic costs of post-war readjustment as 


may be directly attributable to the antecedent war. 
It is quite possible that the last two exceed the first in any 
major war, but to a great extent they derive from the first; 
that is, they are functions or consequences of the method of 
meeting the actual cost of the direct war effort. War finance 
comprises the methods employed to meet the war costs. Its 
area is adjacent to, but quite distinct from, the narrower and 
simpler field of industrial mobilization. 
Theory of War Finance. The immediate objective of war 
finance is to increase the goods available for military consump- 
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tion. Under severe war conditions, it is not possible greatly 
or promptly to increase the aggregate of national production. 
Indeed aggregate production may fall. Essentially the aim 
of war finance is to widen the margin between civil consump- 
tion and a limited national production, and to canalize this 
margin into military consumption. From this approach, it is 
at once apparent that it is impossible to shift the direct costs of 
war to posterity. The direct costs of war are paid in cash at 
the time, exactly as the costs of producing a motor car are 
paid in cash at the time. 

In short, war finance aims to capture the margin between 
the total national product and the share of that product al- 
lowed to the producer for his own consumption. This margin 
can be considered as analogous to savings, or it may be as- 
similated to Marx’s concept of surplus value. The great 
difference is that war finance exceeds the limitations placed 
on divertible savings, and the state, beyond any private agency, 
has access to surplus value. War finance, therefore, in any 
considerable war, employs some form of duress to increase this 
margin between the national product and the share allowed 
to the producers thereof. 

World War Finance by Inflation. In the World War the 
method involved duress by a combination of force and incen- 
tive. Its main reliance was inflation which reduced civil con- 
sumption by progressively shrinking real incomes, by enabling 
military demand to overbid civil demand in the market, and by 
providing a strong incentive for increasing total production by 
its successful appeal to the profit motive. This pattern was fol- 
lowed by all the belligerents, and demonstrated its capacity to 
support war efforts and war costs that had formerly seemed 
unimaginable. But it placed a load upon the monetary and 
credit mechanism under which the entire structure among many 
of the belligerents eventually collapsed. The greatest single 
economic effect of the World War was such irreparable col- 
lapse to so many overloaded monetary systems, that the entire 
international money system was destroyed. Further, the na- 
tions whose monetary systems had collapsed resorted, after 
abortive attempts at reconstitution, to systems of economic and 
monetary nationalism, in which the nature and function of 
money was profoundly altered. In distinction, they adopted 
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non-monetary economies. The difficulties experienced by na- 
tions with non-monetary economies in competing with those 
still operating a monetary economy of varying stages of in- 
firmity may be listed as one of the economic causes of the 
present war. It is pertinent to note that this effect derived 
neither from the World War as a war, nor from the peace 
treaties ; it derived from the methods of war finance employed. 

Contemporary War Finance. It requires some temerity to 
speak of the war finances of. the present conflict, and to at- 
tempt to fit the fragmentary data into a schematic pattern that 
would justify deductions. One commonly hears two com- 
ments, plausible enough to be arresting, and inaccurate enough 
to justify rebuttal. The first is that finance will play no con- 
siderable part in the present conflict. This is quite invalid, 
unless one defines the statement as meaning that the particular 
pattern of monetary war finance used in the World War is not 
being followed. There are two reasons why that particular 
pattern may not be followed—none of the belligerents has a 
monetary system that could even for a short time support the 
strain carried for four years, two decades ago; and, each of 
the three may be imagined to have learned from its own ex- 
perience, that while war finance by inflation has familiar and 
tested advantages, its ultimate penalties argue that it should 
be employed, if at all, only as a last desperate resort. Second, 
it is sometimes said, because of the promptness with which 
elaborate controls have been introduced, that war finance in 
the present conflict began where it left off in 1918. Nothing 
could be more specious. The essence of World War finance 
was inflation. In the present conflict the essence of war finance 
is to be found in a series of integrated controls that individual- 
ly and as a composite would be defeated by even a compara- 
tively small admixture of inflation. It is true that the bel- 
ligerents in the World War introduced a large number of con- 
trols into a general scheme of finance by inflation; but that is 
a very different thing from introducing inflation into a gen- 
eral scheme of war finance by integrated controls. Neverthe- 
less the familiar indicia of inflation are already perceptible 
in the finances of each of the belligerents. 

Description of Contemporary War Finance. The measures 
adopted suggest that each of the belligerents has this time more 
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clearly than in 1914 recognized the nature of war finance, and 
has proceeded more directly and more schematically toward 
the conscious capture of the margin between national produc- 
tion and civil consumption. First, there appears to have been 
an attempt to stabilize individual money incomes, for the 
laborer, the entrepreneur and the rentier. Second, there is 
an attempt to stabilize prices by elaborate mechanisms of 
price-fixing. Third, there is a concentration of war purchases 
within the area in which these controls are accepted. Fourth, 
there is a codrdinated effort to reduce civil consumption, both 
by the rationing of commodities and by a steep increase in 
personal taxation. Supplementing these devices, a complete 
control of the international movement of capital ensures that 
savings, if any, will be retained within the country; and an 
equally complete control of the domestic capital market en- 
sures that these savings will be invested, if at all, only in war 
loans or other issues recognized as furthering the progress 
of the war. 

At the same time there appears to have been, in England 
at least, an elaborate effort to pass on to the community a 
considerable burden of incidental war costs that might have 
been assumed by the Exchequer. It is doubtful if anything 
like the full cost of maintaining the evacuated children has 
been borne either by the state or by the parents; and every 
letter from England describes the volume of “ war work” 
allocated to unpaid personnel. Just as in 1914, the bellig- 
erents seem to be following a common pattern, but it is very 
different from the pattern of 1914. 

The Conscription of Labor. In one respect, England ap- 
pears so far to have deviated from the continental plan. On 
the continent there has been a sort of conscription of labor. 
The worker’s freedom of movement has been restricted. 
The industrial worker is obliged to pay a kind of in- 
come tax in labor, rather than, or as well as, a money con- 
tribution. This, too, follows the general theory, for presum- 
ably the additional hours of labor increase the national product, 
but do not correspondingly increase the worker’s claim to a 
larger share of that product. This device does not appear to 
have been invoked yet in England, where there are still a large 
number of unemployed. In France, and especially in Ger- 
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many, a labor shortage has developed, but so completely has 
Germany freed itself from the price system that not even an 
acute scarcity of labor has the effect of raising wages. By 
contrast, in England there has been a rather general wage- 
raising movement, in spite of unemployment. 

Non-Monetary War Finance. While this elaborate scheme 
for capturing the surplus values of the community and canal- 
izing them into the military service comes under the head of 
war finance in England, it follows a pattern not unlike that 
of the German economy over a longer period. For convenience 
it can be called non-monetary war finance, not because it em- 
ploys no money, but because the pecuniary element is relegated 
to a secondary position, rather than the primary position which 
it occupied in the World War. 

Immediate Economic Effects of Non-Monetary War 
Finance. In discussing the economic effects of contemporary 
war finance, it is convenient to consider them in two distinct 
phases—the effects during the war, and afterward. War 
finance by inflation supported an enormous military effort 
through four years of conflict, of which the most inactive week 
surpassed the sum of the effort on the present Western Front 
over the initial ten weeks of the present war. With all its 
defects, inflation provided an incentive for economic exertion 
—a meretricious and illusory incentive, it is true, much 
like the incentive with which the mechanical rabbit inspires 
the racing greyhounds. War finance by rigid controls provides 
no comparable incentive; and while patriotism is a powerful 
emotion, it remains to be seen whether patriotism alone is as 
effective an incentive as patriotism spiked, shall we say, with 
a wee slug of avarice. There is also the basic question whether 
an economy functions or can function as well under a set of 
official controls as within its more familiar framework. It 
seems to me significant that Germany, with all its controls, had 
developed a labor shortage even before mobilization was com- 
plete; and equally significant that England still has numerous 
unemployed ten weeks after hostilities began. It is possible to 
blue print a set of controls that would delight the heart of 
any economic planner, and still leave pretty serious questions 
as to their specific applicability to the problem in hand, namely, 
warfare. The Duke of Wellington once received a draft of 
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recruits. After inspecting them, he remarked disconsolately : 
“ Perhaps they will frighten Napoleon; they certainly frighten 
me.” 

In considering the eventual consequences, it is important 
to distinguish between the economic effects of war and the 
economic effects of war finance. The economic effects of war 
depend on a number of unknown factors. The economic ef- 
fects of war finance depend on factors now in being, whose 
nature can be analyzed and whose purport can be recognized. 
This was illustrated in the World War. Before the end of 
1914 a great many people realized that the methods of war 
finance were overstraining the monetary and credit structures 
of the belligerents ; and that only an early peace could prevent 
the collapse of those structures. The analysis was sound, but 
the inference commonly deduced—the alternative of the early 
peace—was false. An analysis of the analogous financial his- 
tory of the American Confederacy would have provided the 
correct inference; and acquaintance with our Reconstruction 
Period would have even permitted a forecast of the Treaty of 
Versailles. 

In the present scheme of war finance, the control of price 
occupies the focal position held by money in the World War. 
In 1914 the first and definitive act of war finance was the in- 
clusion of the money system within the active sovereignty of 
the state. In the present war the first and definitive act of 
war finance has been the inclusion of the price system within 
the active sovereignty of the state. This is regarded as a 
temporary measure, but a few months will suffice to weave it 
inextricably into the fabric of the belligerent economies. 

The general social implications of the extension of sov- 
ereignty have been expounded in the recent Encyclical, which 
I assume every member of this audience has studied. I shall 
confine myself to a single aspect. By including the monetary 
system within the area of national sovereignty, World War 
finance destroyed the international money system. By includ- 
ing price within the area of national sovereignty, the present 
war finance moves to destroy the international price system 
and the international market. 

The inclusion of price within the area of active national 
sovereignty may sound at first like a mere academic abstrac- 
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tion, but its implications are more penetrating and far-reach- 
ing than one might initially recognize. 

First, labor may not be a commodity, but wages are an in- 
tegral part of the price system. Referring again to Marx’s 
theory of surplus value, so heavily applied in contemporary 
war finance, one must recognize that the inclusion of price 
within the area of national sovereignty has given the state 
access to the capture of that surplus beyond any that society 
ever accorded to private capitalism. Looking back over his- 
tory one must be struck by the fact that except for brief inter- 
ludes a larger or smaller fraction of the labor force of the 
community has always been “ unfree ’’, its “‘ unfreedom ” rang- 
ing from simple slavery through serfdom to indentured service 
or peonage. The inclusion of price within the area of the 
active sovereignty of the state seems likely to recreate some 
form of “unfreedom” in labor, although its exact shape is 
unforeseen. 

Second, the destruction of the international price system and 
the international market implies an extension of the principle 
of autarchy. One of the most assured economic effects of the 
present programs of war finance will be the compartmenting 
of the world into sovereignties whose trade relational will be 
governed not by price, but by license, barter and quota. 

Third, an autarchic world will continue to be an armed 
world, and, given the present concepts of sovereignty, the 
peace which will emerge from the present war will be no more 
than an armed truce. One of the economic effects of the 
present methods of war finance will be the continued loading 
of the world economy with a heavy burden of armament. 
The contemporary methods of war finance confirm rather than 
dispute the present concept of sovereignty, and this concept 
does not point in the direction of peace. Perhaps the most 
assured economic effect of the present methods of war finance 
is the next war. 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN MorGANn: So many times in listening to Bob Warren 
I have been distressed by the thought that I wished I had said 
first what he said. He has an uncanny faculty of putting things 
in just the way that makes the vague thoughts which some of us have 
click into place. 

The next speaker is a partner in an important investment house in 
New York. He is an expert in railway investments and as such 
he is the chairman of the Railroad Securities Committee of the In- 
vestment Bankers Association of America. Mr. Edward H. Leslie! 
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RAILROAD ADJUSTMENT TO NEW DEMANDS 


EDWARD H. LESLIE 
Of Wood, Struthers & Co. 


Chairman, Railroad Securities Committee of the Investment 
Bankers Association of America 


HE main topic of this afternoon’s session is, “‘ Will War 
Remove the Obstacles to Private Investment and Em- 
ployment? ’’, but the particular subject on which I have 

been asked to speak is, “ Railroad Adjustment to New De- 
mands”. This latter topic, which I shall discuss first, is, I 
think, a fairly simple one, and already we have a number of in- 
dications that the railroads can adjust themselves promptly to 
some rather extraordinary demands on their services. It is 
most important that they can continue to do so, for a break- 
down in transportation might provide the necessary excuse for 
the government to take the railroads over, and Attorney Gen- 
eral Murphy has already rendered an opinion that this can 
be done under existing statutes and even prior to our actual 
entrance into any war. I doubt if there is anyone in this 
audience who does not realize that federal control and opera- 
tion of this $26,000,000,000 industry would, without much 
doubt, through its many ramifications, prove a serious blow 
to the American system of private enterprise. Let us review 
then what the railroads have done in the last two months, for, 
in many respects, it has been a physical accomplishment over 
which the railroads can be justly proud. 

Some weeks before war was declared the railroads, aware 
that the worst might happen, decided to take inventory of their 
facilities and equipment in order to ascertain whether or not 
they were prepared to meet the emergency which has subse- 
quently arisen. Their investigation disclosed what to the lay- 
man was a rather serious situation. They had 627,000 fewer 
cars and over 13,000 fewer locomotives than in 1929, the year 
of record traffic. More than that, it was found that the ratio 
of unserviceable cars was twice that of 1929 and that the per- 
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centage of locomotives in need of repair was a third greater. 
This, of course, on a casual appraisal indicated an almost 
alarming deficiency in total transportation capacity. How- 
ever, railroad management has not been asleep, and the neces- 
sity induced by hard times has resulted in an outstanding im- 
provement in efficiency. 

Without attempting to delve into technicalities, freight 
trains of today can do more work and do it better and in less 
time than those in service at the end of the World War. For 
instance, freight cars average eight tons more in carrying 
capacity, locomotives average 43 per cent more pulling power, 
freight trains go 64 per cent faster on the average, and the 
output of transportation for each hour that the average freight 
train is on the road is 116 per cent greater. In other words, 
this simply means that the carriers can now haul much more 
freight with less equipment. 

Almost simultaneously with the declaration of war the rail- 
roads set in motion an extensive program of repair and re- 
building of cars and locomotives and ordered considerable new 
equipment. The railroads’ plans were based on more than 
the usual seasonal upward trend, but few of them expected the 
influx of traffic which descended upon them almost overnight. 
Never in their history had there been such a sudden and un- 
precedented demand for cars. The problem was not only one 
of equipment but the difficult matter of getting the thousands 
of empty freight cars, scattered throughout the country, to 
the principal loading points at the quickest possible speed. 

Two important agencies, developed since the World War, 
functioned toward this end, codperating with admirable 
smoothness. The Car Service Division of the Association of 
American Railroads saw that empty cars were quickly dis- 
tributed, cars were loaded heavily and without waste of time, 
frequency of trains was increased, locomotives unused for a 
long time were fired up and pressed into service, movements 
through terminals were speeded up, and every delay possible 
and all preventable waste motion eliminated. The thirteen 
regional Shippers’ Advisory Boards functioned remarkably 
well in seeing that cars were promptly unloaded. During this 
period traffic showed one of, if not the sharpest, increases in 
the history of the carriers. Before the present war carloadings 
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for August averaged only 672,000 per week, but by October 
21, the peak week, they had increased to 861,198 cars—a gain 
of 28 per cent. 

Shortages of cars obviously developed in certain types of 
equipment and at certain key points. But the delays, consid- 
ering the problem, were relatively small and were not serious; 
in fact, the railroad plant as a whole was far from taxed to 
capacity, and there was an overall surplus of equipment. 

The carriers have not stopped here. Along with their im- 
provement program several thousands of men have been added 
to the payrolls, actively at work on trains, in the yards, on 
tracks, and in shops to prepare the railroads for further in- 
creases in traffic that may come. They have on order approxi- 
mately 60,000 new freight cars at an estimated cost of $150,- 
000,000, and new locomotives, running into many millions 
more, have been ordered since the war started. Moreover, 
they have ordered almost as many new rails and fittings since 
the first of September as were ordered during the entire first 
eight months of the year. 

As you know, there is always a seasonal peak in railroad 
traffic coincident with the movement of crops, heavy coal and 
ore shipments for winter stocking and the usual seasonal up- 
turn in industry following the summer let-down. Now that 
the peak in traffic is successfully behind us, the roads will 
have a breathing spell of from six to nine months not only to 
complete the program already laid out but to prepare them- 
selves for any further increased demands as they develop. 

No one, of course, knows what these demands may be, but 
we do know that in September and October of this year the 
roads hauled practically as large a volume of freight as they 
moved in September and October of 1918, when traffic reached 
its peak in the last war. So many factors are different this 
time that it would be just a waste of time to attempt to guess 
what the railroads might be called upon to perform in the 
event we should become involved in the war or that the pres- 
ent stalemate on the Western Front should burst into large- 
scale military activity. However, in September and October 
of 1929 the railroads hauled just over 24 per cent more traffic 
than they moved in September and October of this year and 
they moved that boom-time traffic with no serious delays in 
shipments. 
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I think we can conclude, therefore, as a result of the pro- 
gram already under way, and with the time element now in 
their favor, that the railroads can adjust themselves from a 
physical viewpoint to any reasonable war-time demands. 

The general subject of this afternoon’s session is, “ Will War 
Remove the Obstacles to Private Investment and Employ- 
ment?” I would like to discuss this from the viewpoint of 
the railroads. We might forget about the employment ques- 
tion if we could be sure that private capital would once again 
flow into the railroad industry. But, down to date, I do not 
believe that the war has changed materially, if at all, the 
viewpoint of those who normally finance the railroad industry. 
As you probably know, the large life insurance companies own 
over 25 per cent of the railroad bonds, with the balance held 
largely by savings banks, commercial banks, and various other 
types of financial and educational institutions and founda- 
tions. What is their point of view at the present time and 
has there been any change since the war started.? Previously, 
practically all of these institutions have been sellers of rail- 
road obligations. It is not so many years ago that railroad 
securities totaled almost a third of the admitted assets of the 
life insurance companies of the country; but as they lost faith 
in the railroads this proportion has dwindled sharply. Even 
ten years ago railroad securities were about 18 per cent of 
their total assets, but today these total less than 12 per cent. 
I am sure that this viewpoint has not yet changed. Savings 
bank investment in the railroad industry has been sharply re- 
duced because of the fact that but few railroad obligations 
qualify any longer under the laws governing savings bank 
investment. As regards the commercial banks, the bank ex- 
aminers have been actively urging the weaker institutions to 
liquidate their railroad holdings, and the same point of view 
seems to be held by most of the other large institutional holders 
of railroad securities. So far at least all the war has done 
has been to raise the prices at which they would be willing to 
sell their railroad securities. But they nevertheless wish to 
sell them. 

There seem to be about seven principal reasons why these 
institutions which have financed the railroad industry in the 
past are no longer willing to put their money into it. Sum- 
marized, these are as follows: 
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1. Competition from trucks, automobiles, buses, air- 
planes, pipe lines, inland waterway barges and 
steamships. 


2. Long-term downward trend of rates. 

3. Upward movement of wages, now at an all-time 
peak. 

4. Deferred maintenance. 

5. Lack of leadership in the railroad industry. 

6. Lack of shipper codperation. 

7. Lack of progress toward consolidations. 


It is perhaps too much to expect in a democracy that a 
problem as complicated as that of the railroads could be cor- 
rected in the few short years since the railroads ceased to have 
a monopoly on the transportation of the country. But there 
is an answer to each one of these problems, if the people of this 
country wish to solve them; in fact, I take the optimistic view 
that at least a start has been made in removing some of the 
greatest impediments to railroad prosperity. 


Competition from Trucks, etc. 


Truck competition is, without doubt, something which the 
railroads can meet only in part, and there is nothing to be 
gained by belittling the problem when it is known that the 
registration of motor trucks, tractors, trailers and semi-trailers 
increased from 215,000 in 1916 to somewhere in the neigh- 
borhood of 5% million at the present time. You must recog- 
nize, however, that the trucks were allowed to do pretty much 
as they liked prior to 1935, when the Motor Carrier Act was 
passed. This subjected that industry to regulation for the 
first time, but it has been a tremendous job for the regulatory 
authorities to get started on regulating an industry concen- 
trated in the hands of thousands of small owners. The Motor 
Carrier Act was intended to affect only vehicles operated in 
interstate commerce, thus leaving a large part of the industry 
practically unregulated. As you all know, there have recently 
been some rather broad decisions re-defining interstate com- 
merce. One of these has even said that the Consolidated Edi- 
son Company of New York operates in interstate commerce, or 
can be regulated by federal authorities, the same as if it did. 
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We have heard enough complaints from the various trucking 
organizations in the last year or so to believe that regulation 
is now taking effect, and that their methods of doing business 
will have to be changed in many important respects. This all 
means, of course, that the costs of truck operation are going 
up and that truckers must obtain higher rates for their services 
to make ends meet, thus reducing the differential between this 
form of transportation and the railroads. Moreover, the Lea 
Bill (which was passed at the last session of Congress) and 
the accompanying Wheeler-Truman Bill (now in conference) 
specify that the motor trucks and the railroads must be regu- 
lated in more or less equality. Certainly equality of regula- 
tion is an important step in favor of the railroads. This, of 
course, is not going to put the trucks off the highways, nor 
does any intelligent person think it should. This type of 
competition provides a flexibility and special type of service 
which the railroads have had great difficulty in meeting as they 
are handicapped today. On the other hand, the very essence 
of the problem indicates that codrdination of highway with 
rail transportation is a logical development and, in the long 
run, would best serve the public interest. 

Referring again to the Motor Carrier Act of 1935, this was 
an important step toward permitting the railroads to acquire 
their own truck lines and coérdinate them with their rail 
services, and a number of important railroads are now operat- 
ing fleets of trucks. Already their short experience has proved 
conclusively the many ways in which the use of the highways 
by a carrier fits into the regular operation of its rail services 
and gives the shipper a flexibility and dependability of service 
not provided by either form of transportation by itself. It is 
unfortunate, however, that the law, as it is being interpreted 
by Division V of the Interstate Commerce Commission, pre- 
vents the railroads from operating these trucks in service be- 
yond their own lines or operating in a manner that is com- 
petitive with their own rail operations. 

The Union Pacific, the Chicago, Burlington & Quincy and 
the Chicago & North Western railroads were recently prevented 
from acquiring control of the Union Transfer Company. It 
was their intention to use this agency as the nucleus for de- 
veloping a complete and comprehensive trucking system suf- 
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ficient in scope to bring about full codrdination of rail and 
truck facilities in the general territory served by these roads. 
In his concurring opinion refusing to permit this acquisition, 
Commissioner Eastman stated as follows: 


It appears that the three railroads by no means intend to confine the 
use of the trucking company to coordinated service in connection with 
their own operations. They propose to operate it to its own best advan- 
tage as a motor carrier in service which is strictly competitive with rail 
operations as well as in coordinated service. In fact they could hardly 
do otherwise in justice to each other as stockholders. It is also to be 
observed that they propose this undertaking as merely the first step in a 
much broader enterprise of similar character to be established by 
acquisition of other trucking companies. 

I am not satisfied that in the present stage of motor carrier develop- 
ment such an undertaking is consistent with the public interest. It is true 
that we have power to prevent a motor carrier so controlled from 
being used to the damage of independent competitors through the estab- 
lishment of unduly low rates; and it is also true that any damage which 
might come from superior service can hardly be regarded as contrary 
to the public interest. Nevertheless a large motor carrier backed by the 
financial resources of three great railroads and by their influence with 
shippers presents possibilities of unfair competition which it would be 
difficult to guard against. The penetration of territory served by other 
railroads is also to be considered. 

The time may ultimately come for a considerable degree of union 
between these rival branches of the transportation industry, but I am 
not persuaded that it has yet come. For the present, therefore, I believe 
that the emphasis should be on the establishment of coordinated truck- 
rail service rather than on the domination by railroad companies of 
trucking operations per se. 


This appears to be a restriction which the public interest 
hardly demands; in fact, a trucking combination with such 
responsible financial interests behind it could, it seems, give 
the shipper an improved brand of trucking service in that ter- 
ritory. This action of the Commission prevents the railroads 
from satisfying some of the chief complaints of the shippers 
against the railroads. There are many types of goods which 
require less packing when shipped by truck; there are articles 
of mixed class ratings, or commodity groups; shipments to 
meet emergency conditions where trucks are faster; many 
articles of unusual shapes or sizes which require special service 
or are liable to special charges; many types of goods which, 
if sent by rail, require special packing to prevent pilferage 
(cigars, for instance) ; shipments which must be forwarded or 
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received at irregular hours; goods which can be shipped in 
sufficient quantity to claim truckload rates but not carload 
rates; and goods to be shipped c.o.d. 

Such problems can be solved only in part by codrdinating 
truck with rail service, and it is difficult to see why a railroad 
owning a fleet of trucks could be construed as operating against 
the public interest when it makes complete use of its facilities, 
even though this involves it in competition with other truck 
owners. Accordingly, it appears desirable that the railroads 
should be permitted to own and operate their trucks with fewer 
restrictions as to the routes over which they may operate and 
as to the character of their services. 

Aside from hauling commodities a longer distance, which 
does not seem to be the essence of the situation, the railroads 
have a similar problem in the handling of express shipments. 
The Railway Express service is a logical development in truck 
and railroad codrdination, and it seems that the public is ade- 
quately protected against certain semi-monopolistic character- 
istics of this organization on the one hand, and have been 
provided with a very reliable service on the other. What 
more logical development than that the railroads use the Rail- 
way Express Agency as the nucleus for owning and operating 
all their various trucking services? 

Former Coordinator Eastman, as a result of his survey of 
the l.c.l. merchandise traffic of the railroads, felt quite em- 
phatically that this traffic should be handled collectively on 
a nation-wide basis, and his committee suggested that this serv- 
ice should be pooled in the hands of two competing railroad- 
owned merchandise agencies, each national in scope, of com- 
parable strength, and operated by independent management. 
While Mr. Eastman realized that extension of the facilities of 
the Railway Express Agency for this purpose might establish 
a dangerous precedent in nationalization, yet when the advan- 
tages and disadvantages were weighed it was his conclusion 
that the railroads should immediately, and even as a matter 
of compulsion, form one, or, if necessary for competitive rea- 
sons, two or three such agencies. Although many of the rail- 
roads agree in principle that such an organization should be 
created, other railroad executives prefer to develop their own 
trucking subsidiaries. Since it was the conclusion of the Co- 
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ordinator’s experts that the roads could save in the neighbor- 
hood of $100,000,000 a year by adopting his committee’s plan, 
it would appear that the duplication of facilities that would 
result from building up a number of organizations would be 
a luxury that the railroads could hardly afford under present- 
day conditions. 

If there is really danger of government ownership of the 
railroads, and many authorities have said it is inevitable, the 
managements should reconcile their differences and as soon 
as possible come to some definite conclusions on unifying their 
trucking operations. If this cannot be done under the present 
law, or under the provisions of the law expected to come out 
of the conference on the Lea and the Wheeler-Truman Bills, 
the railroads should attempt to get started in the legislative 
mill a bill to make this possible. 

They might logically draft a law which would make the 
Railway Express Agency the truck subsidiary for all of the 
carriers. A start in this direction might be made by giving 
the Railway Express Agency, or its present interstate truck- 
ing subsidiary, Railway Express Motor Transport, Inc., a 
certificate of public convenience and necessity to operate in 
interstate commerce in all parts of the country. A develop- 
ment of this kind would be of far-reaching importance, for, 
not only would it give the railroads a greater degree of flexi- 
bility and many additional time schedules, but it should re- 
store much of their lost traffic. 

This convinces me that there is a long-pull solution, at least 
in part, to the problem of truck competition. 

There is another point which I think could be brought out 
while we are on this subject, and that is the present taxation of 
highway carriers operating as a direct subsidy from the state, 
and this applies to inland waterway carriers. There again 
this problem is in the course of correction, although, of course, 
no one can tell whether it can or will be completely corrected. 
At least two states, however, recognize that the taxing system 
is very much too easy on the highway carriers. In the states 
of Kansas and Illinois (there may be others) an engineering 
investigation is made which establishes first the cost to the 
state of truck operations and then the trucks are assessed on 
that basis. In the case of Illinois, such a study found that the 
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annual highway cost was approximately $116,000,000 a year 
and that all classes of highway vehicles were contributing only 
about $52,000,000 toward it in the form of registration and 
license fees and motor fuel taxes. Trucks have since been as- 
sessed on a basis of costs which are very much higher than 
they had been paying and, of course, many of them could not 
operate at rates lower than the railroads were charging, which 
is necessary to take most types of business away from the rails. 

Certain states in the South have a different kind of regula- 
tion, due to accidents on their highways between private auto- 
mobiles and trucks. The latter are forced by law to keep off 
the highways on Saturdays, Sundays and holidays. Everyone 
knows of this travel hazard, and if separate trucking high- 
ways were built at the expense of the truckers we could then 
have a better idea of just where the economic balance lies be- 
tween the two forms of transportation. Without much doubt 
we would come back to the quite well-founded conclusion, that 
the trucks are superior in short-haul and the railroads in long- 
distance handling of traffic. So you can see that there might 
be a reverse trend away from the trucks toward more intensive 
use of the rails. 

I do not think the railroads can do very much about air- 
plane competition, but on many competing routes they have 
met the challenge with the well-known streamliners. The 
total influence of this competition is not vital in any event at 
the present time, nor can it be for many years. Pipe lines 
have demonstrated the value of their special type of service 
and the carriers can do little about it. 

Inland waterway barges and steamships, strangely enough, 
have never been regulated. Under the previously mentioned 
Lea Bill and the Wheeler-Truman Bill (now in conference), 
these agencies are regulated for the first time. 


Long-Term Downward Trend of Rates 


The next argument against the railroads is the long-term 
trend of rates, induced, admittedly, in part by competition. 
On the record I would, undoubtedly, have to agree that the 
trend has been downward for a great many years, but an in- 
crease in rates in the fall of 1937 and another in the spring 
of 1938 have raised the general average to a level somewhat 
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higher than that which existed five years ago. This, of course, 
refers to freight rates. Since I do not think this is generally 
recognized, perhaps it would be worth while to quote the 
comparable figures taken from Moody’s Manual. The average 
freight rate for the Class I Railways in 1934 was reported at 
0.978 cents per ton-mile, whereas the average rate for 1938 
was 0.984. The rate for 1939 is probably a shade higher, as 
the large increase in 1938 was not put into effect until about 
April of that year. 

An interesting and perhaps very important experiment in a 
new form of rate-making, imported from England, Australia 
and France, is being tried out in Canada. This is known as 
the “agreed charge” form of rate-making. The technique 
of this is complicated, but, stated simply, a shipper can agree 
to give all his business to a railroad for, let us say, a certain 
percentage of his gross sales. The shipper knows what his 
transportation costs have been, and the railroad might quote a 
lower figure, which it could do if it knew that it would get all 
the business, and could organize its facilities to move it in the 
most economical way. If this form of rate-making should 
prove successful in Canada, where conditions are somewhat 
similar, it might be adopted in this country. The whole pur- 
pose of it is to enable the roads to compete with the privately 
owned (many of which can be regulated only in part) as well 
as the common carrier trucks. Highway contract-carriers 
make their rates on a somewhat similar basis. 

Upward Movement of Wages 

The railroads, perhaps, have been our most strongly organized 
industry as regards unionization of its employees, and the 
workers have frequently used their power to obtain for them- 
selves wages in advance of commensurate increases in the cost 
of living. However, prior to the present Administration 
(which has been obviously pro-labor) railroad employees, on 
at least a few occasions, accepted reductions in their wages; 
in fact, they accepted a 10 per cent reduction in wages in the 
fall of 1931, which was not fully restored until some time after 
the present Administration came into power. With Adminis- 
tration encouragement to ask for increased wages, on the theory 
that it created additional purchasing power, it was not sur- 
prising that the railroad employees in 1937 made exorbitant 
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demands. All groups of employees in that year received 
substantial increases, and the level of railroad wages put into 
effect at that time is the highest in the history of the railroads, 
on both an hourly and annual basis, and also higher in relation 
to the cost of living index than ever before. If this country 
ever again reverts to a régime of good old-fashioned common 
sense, who can say that every time the railroad employees ask 
for higher wages they will be granted unless justified? 
I think most of us will agree that higher wages are a good thing 
if the wages of the investor in the same industry are also good 
and the trend is toward a lower and lower unit cost. 

While on the subject of railroad wages, public attention 
should be called as often as possible to the inconsistencies and 
inequalities governing the manner of payment of a large pro- 
portion of our railroad employees. I refer to the so-called 
“featherbedding rules’. This is what the railroad em- 
ployees call them, while the Interstate Commerce Commission’s 
description is “time paid for, but not worked”. This so- 
called ‘‘ featherbedding ”’, the term applied in railroad circles 
to the contracts under which engineers, conductors and certain 
other workers receive pay for work not done, is an old practice 
and, at the outset, was apparently a perfectly legitimate way 
of evening out inequalities that were at the time unavoidable 
in railroad employment. But in recent years, due to the great 
speeding up of railroad service, both passenger and freight, 
many of these working rules are entirely obsolete, and, accord- 
ing to the figures of the Interstate Commerce Commission, are 
now an additional wage burden on the railroad industry of 
well over $100,000,000 a year. 

The basis of payment of the so-called “ running crafts”’ is 
very largely a day’s pay for eight hours’ work, or for 100 miles’ 
run. It originated at a time when eight hours’ service and 100 
miles’ run were reasonably comparable. Now, however, the 
rule applies to the engineer or other workers on a train that 
today might do 400 miles in six or seven hours. For this run 
such work would now receive four days’ wages. Any number 
of instances might be given to illustrate the effects of such 
discrimination not only on the railroads, but to large bodies of 
railroad employees themselves. This is only part of the story, 
for in addition to the rule basing pay on the antiquated speed 
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of 12% miles an hour, there are many restrictions having to do 
with the separation of different kinds of work. Just how one 
of these rules works was recently explained by one of the 
larger railroad systems, as follows: 


A machinist, removing a steam gauge for test would be required to 
have a sheet metal worker disconnect the steam gauge pipe. In the 
removal of an electric generator from a locomotive three different 
mechanics could claim a portion of the work—an electrician to disconnect 
wiring, a sheet metal worker to disconnect steam and exhaust pipes and 
a machinist to remove the generator. The entire job could be done by 
one man in 30 or 40 minutes; in fact, in some instances more time is 
lost waiting for mechanics to get on the job to do their portion of the 
work than would be required to perform the actual work. 


A rule which costs the roads millions is that which prevents 
road crews from doing any kind of switching services at 
terminals. This one item is reported to cost the Chicago & 
North Western Railroad in the neighborhood of $300,000 a 
year. The Lehigh Valley, under a decision of the Railroad 
Adjustment Board, gave a small number of workers on the 
Lehigh Valley Railroad a payment estimated at $241,000 in 
April 1937, for which very little work was performed. An 
award amounting to about $600,000 was made against the 
“Rock Island” in a somewhat analogous case. 

Numerous incidents of a similar nature could be recited; 
and the layman immediately wonders why the railroads submit: 
to this form of sabotage. The explanation appears to be that 
decisions of the Railroad Labor Board are, theoretically, final, 
the carriers having no right of appeal to the courts; and, since 
hearings before the Board rarely come to the attention of the 
public, the railroads never have had the opportunity of 
placing their cases before the high courts. In theory, the 
railroads might force the Brotherhoods to appeal to the courts 
by refusing to obey the decisions of the Board; but since it 
appears that the unions do not want to resort to the courts, 
they merely take a strike vote. Certain rail executives admit 
flatly that they dare not risk a strike not only because of the 
stoppage of traffic, but because they fear damages to their 
property with attendant loss of life. 

We get to the subject of taxes next, and, on any basis of 
analysis, railroad taxes are too high. However, if we rule out 
social security and unemployment taxes, such impositions 
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against the railroads have at least flattened out in the last few 
years. I would indeed be an optimist if I looked forward to 
a substantial reduction in taxes on any industry or individual, 
but I have, nevertheless, previously pointed out how an in- 
creasing scale of taxation on the roads’ chief competitors might 
put more traffic back on the rails. 


Deferred Maintenance 


Deferred maintenance is emphasized as a big problem, and 
at least the dollar amounts spent in this direction might in- 
dicate that there is ample room for such a belief. In my own 
humble opinion, however, I think this is greatly magnified as 
a major problem. The Interstate Commerce Commission has 
a very important Bureau of Safety and Inspection. It keeps a 
careful record of the results of its inspections, and it makes 
exhaustive investigations of all wrecks. The trends of such 
defects have been recorded for many years, and comparisons 
are available which indicate that the railroads have fewer 
problems due to defective equipment and/or maintenance con- 
ditions than they had in 1929. There have been several dis- 
astrous passenger wrecks in the past two years, but the one 
on the ‘‘ Milwaukee”’ was due to a washout, the one on the 
Southern Pacific was explained by sabotage, and the one on 
the Erie was caused by a head-on collision. Aside from these 
three wrecks, very few passengers were killed. Moreover, it 
is difficult for me to believe that there could have been such 
noteworthy improvement in operating efficiency as the rail- 
roads have shown if their equipment and track had been in 
poor shape. Without being too statistical, we may say that 
since 1929, gross ton-miles per freight-train-hour (the best 
recognized criterion of efficiency) increased from 24,539 to 
31,138 last year, an increase of about 27 per cent. Train speed 
also gained more than 25 per cent, and the maximum sus- 
tained speed of special streamliners in various sections of the 
country indicates to me that deferred maintenance, as far as 
the essential parts of the railroad machine are concerned, is 
relatively unimportant; or, put it another way, if the railroads 
should get the volume of traffic which would come from a real 
upturn in general business they could make up their deferred 
maintenance as they go along. 
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Lack of Leadership in the Railroad Industry 


A great many investors with whom I have talked feel that 
the railroad industry is lacking in leadership; in fact, it is 
no secret that there has been considerable dissension among 
the principal members of the Association of American Rail- 
roads as to the correct procedure with regard to many of the 
railroads’ problems. At the time the A. A. R. was formed 
several years ago great claims were made that it would put 
into effect all of the schemes developed by the Federal Co- 
ordinator which were really practical. But there has been 
little evidence of any progress in the direction of pooling or in 
the codperative use of many competitive services which, with- 
out much doubt, would save the railroads many millions of 
dollars, and it is not surprising that investors claim that what 
the industry needs is another Wendell Willkie. They assert 
further that the control of the larger railroads is so widespread 
through thousands of small stockholders that the managements 
do pretty much as they please with little regard to the security 
holders’ interests, and, without much doubt, this is one of the 
prime complaints of investors against the railroads. On the 
other hand, there are several reputable organizations whose 
purpose it is to protect the security holders’ interests, and such 
organizations deserve the increasing support of investors. 


Lack of Shipper Codperation 


The shippers, through the tactics of their very aggressive 
national organizations, have insisted on “eating their cake 
and having it too”. They have fought for a maximum of 
highway competition and have been opposed to railroad con- 
solidation where they felt this might result in less competition. 
They have insisted on lower and lower freight rates and yet 
they are very much opposed to government ownership of the 
railroads, having seen the demoralizing effects of extension of 
bureaucratic control over private industry under the “ New 
Deal”. They do not relish the thought of the government, 
through its purchasing policies, influencing the operation of 
the hundreds of private industries which now supply the rail- 
roads with the great multiplicity of things they use. Although 
they must realize that they are getting the best service they 
have ever had at constantly lower rates—probably the lowest 
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in the world, with the exception of Japan—nevertheless, they 
still feel that railroad management has little conception of their 
problems. Their viewpoint is pretty well expressed, whether 
justified or not, in the following resolution adopted by their 
largest organization a year ago. 


Whereas, it is the view of the National Industrial Traffic League that 
there is an imperative need for the railroads of the country to acquire 
a better understanding of the specific transportation problems of shipper 
industries under the changed conditions which have been brought about 
through improved facilities and methods for handling commerce by other 
agencies, and for more intelligent effort on the part of the railroads to 
adjust their rates and services to meet the requirements of such indus- 
tries; therefore be it resolved that the special committee on the rail- 
road situation be authorized and directed to communicate to the repre- 
sentatives of the railroads the views here expressed and stress the 
necessity for more thorough analysis and sympathetic efforts along 
such lines. 


Thus we find dissatisfaction with railroad management not 
only from the investor but the shipper as well. For the time 
being anyway the shippers should at least codperate to the 
extent of not opposing legislation now before Congress or any 
other measures which would prevent the railroads from being 
taken over by the government, and investors through their 
organizations should use whatever influence they have to bring 
about a more codperative attitude between these opposing 
interests. 


Consolidation 


Without much doubt there is an oversupply of transporta- 
tion facilities in the country and consolidation of many com- 
peting railroads is most desirable. An important decision of 
the Interstate Commerce Commission about two weeks ago in- 
dicates that there is also an answer to this problem. The Inter- 
state Commerce Commission for the first time in its career 
permitted the consolidation of two parallel and competing lines 
in the case of the Mobile & Ohio and Gulf, Mobile & Northern 
where the main purpose of the merger is admittedly to reduce 
competition. The savings from such a merger can be very 
substantial, and it is hoped that a precedent has been estab- 
lished which, over a period of time, will promote many similar 
mergers with much needed savings to their security holders. 
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I have discussed the most common reasons why investors 
refuse to put new money in this great industry and have at- 
tempted to point out that there is a long-term solution to each 
one of these difficulties if the people of the country really wish 
to have a prosperous and up-to-date railroad machine, and in 
a moment I will discuss further the steps which Congress has 
taken in response to the desire of the electorate to establish a 
national transportation policy which it feels will “ promote 
safe, economical, and efficient service and foster sound eco- 
nomic conditions in transportation and among the several 
carriers ”’. 

All of these problems to the contrary are insignificant when 
general business activity runs along at the pace of the last few 
weeks. Not only are the railroads as a whole earning nearly 
as much as they did in 1930, a good year for the railroads, but 
many of them are earning more, and it is possible that when 
the present rush of domestic orders following the declaration 
of war has been filled, a rearmament program of our own, 
combined with large orders from the Allies, might take up 
the slack. However, the bulk of railroad securities are held 
by sophisticated investors and very few of them are willing 
to look on the present upturn as anything more than a tempo- 
rary condition, and their eyes are still focused on these various 
problems of the railroads. Nevertheless it would be most un- 
fortunate if the present improvement should slow down the 
activities of those whose efforts are responsible for the remedial 
legislation now in conference. 

Legislation passed by large majorities in both the House 
and the Senate is now in conference which at least provides, 
for the guidance of the Interstate Commerce Commission for 
the first time, a national transportation policy, and it also pro- 
vides a most decided improvement in the framework within 
which future legislation may be adopted to correct conditions 
which I have endeavored to describe. We will not try to 
go into the details of this legislation for no one can tell how 
it will come out of conference and be passed in the coming 
Congress. But there is a serious attempt in both bills to bring 
all forms of transportation under equality of regulation, and 
I will, moreover, quote the policy declaration in the Senate 
Bill, which is almost identical with that in the House Bill. 
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It is hereby declared to be the national transportation policy of the 
Congress to provide for fair and impartial regulation of ali modes of 
transportation subject to the provisions of this Act, so administered as 
to recognize and preserve the inherent advantages of each; to promote 
safe, economical, and efficient service and foster sound economic condi- 
tions in transportation and among the several carriers; to encourage the 
establishment and maintenance of reasonable charges for transportation 
services, without unjust discriminations, undue preferences or advan- 
tages, or unfair or destructive competitive practices; to cooperate with 
the several States and the duly authorized officials thereof; and to en- 
courage fair wages and equitable working conditions ;—all to the end 
of developing, coordinating, and preserving a national transportation 
system by water, highway, and rail, as well as other means, adequate to 
meet the needs of the commerce of the United States, of the Postal 
Service, and of the national defense. All of the provisions of this Act 
shall be administered and enforced with a view to carrying out the above 
declaration of policy. 


Whether or not the passage of this declaration will promote 
the interest of the investors in the railroads will depend on how 
the bill is administered and amended from time to time, but 
there is at least what appears to be an attempt to do 
that if the words “ promote safe, economical, and efficient 
service and foster sound economic conditions in transporta- 
tion and among the several carriers’ mean anything. 

In conclusion, the war has not yet at least removed the 
obstacles to private investment and employment in the rail- 
road industry, and for that reason it would be most unfortunate 
if the sharp improvement in rail earnings to the best levels 
since 1930 should obscure the need for remedial legislation 


when it is placed on the agenda of the coming session of 
Congress. 


REMARKS BY THE CHAIRMAN 


CHAIRMAN MorGAN: I am sure I may take the liberty of express- 
ing the unanimous gratitude of the members of the Academy and 
their guests to the speakers for their thoughtful papers delivered 
to us this afternoon. 

Under the rules of the Academy, there is a brief period now al- 
lowed for discussion from the floor. Are there any persons who 
desire to say anything for our further instruction? If not, then I 
declare the afternoon session adjourned. 
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these distinguished gentlemen who have taken part 

in the day’s sessions. We are grateful to them for 
coming, in many cases long distances, to take part in the im- 
portant discussions that we have had this morning and this 
afternoon. 

Although you have seen their names, I want to read them 
once more to show you what a contribution they will have 
made permanently to the archives of the Academy, when their 
discussions and addresses are finally printed: Professor Sum- 
ner Slichter, of Harvard; Mr. Arthur Ballantine, Former 
Under Secretary of the Treasury ; Dr. Leo Wolman, of Colum- 
bia; Dr. Lionel D. Edie; Mr. Mark Jones; Professor John D. 
Black, of Harvard; Mr. George May; Professor Robert War- 
ren, of the Institute for Advanced Study; and Mr. Edward 
H. Leslie. And let me thank them once more for what they 
have done for us. 

Because our President, Dr. Randolph Burgess, will never 
speak for himself, I want to say a word of appreciation for the 
trustees and for the members of the Academy concerning the 
work that he has done as head of this Academy. Dr. Burgess 
is one of those rare creatures; he is both banker and economist. 
There are only two or three other living combination bankers 
and economists in captivity. (Laughter) I first came in 
contact with Dr. Burgess at the time of the long Reparations 
Conference in Paris in 1929, presided over so brilliantly by 
Mr. Owen D. Young, whose favoring presence we have with 
us tonight. Dr. Burgess made a great contribution to that 
conference. 


I ee of all in behalf of the Academy I want to thank 


* Opening remarks at the Third Session of the Annual Meeting. 
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Just as the World War twenty-five years ago was “ the war 
to end war’’, so that conference was a conference to end 
reparations conferences. And it was through no fault of the 
inspiring leadership of Mr. Young that it failed in its ultimate 
objectives, and had to go out of the window with all of the 
rest of Central Europe in 1931. But thank you, Dr. Burgess, 
for everything that you are doing for us. 

May I also add the hearty thanks of the Academy to its 
Director, Miss Ethel Warner, for the energy, fidelity and dis- 
cretion with which she has discharged her manifold and com- 
plex responsibilities. The trustees on principle are opposed 
to despotism, but when the despot is a woman and as kindly 
and benevolent a one as Miss Warner, they are content. 

It is a strange world that we are facing in this fifty-ninth 
year of the Academy of Political Science. I may have men- 
tioned to many of my friends here, the conversation I had 
some months ago with H. G. Wells in London. I said to him, 
“Where do you expect to be ten years from now?” And he 
replied, “Either dead, or in an asylum for the sane.” 
(Laughter and applause) 

Everything seems to have gone topsy-turvy, everything 
awry. Hitler has turned into Stalin, Stalin into Hitler, and 
what not. 

Well, here we are, in November; the World’s Fair for the 
time being is over. The football season has begun. I really 
introduced the topic of the World’s Fair in order to tell my 
experience at the Chicago World’s Fair in 1933 which is, 
again, not particularly new. But you recall that in the spring 
of that year Chicago made a great to-do over being able to 
secure the loan of Whistler’s Portrait of His Mother. The 
Middle-Western papers had a great deal to say about that, and 
it was very considerably exploited. 

The first day I visited the Fair I went to the Museum of 
Art where all the pictures were, and I said to the doorman as 
I went in, “What picture is it that people are asking most to 
see as they come in?” 

“Qh,” he said, “they all want to see Hitler’s picture of 
his mother.” (Laughter) 

And that, as I say, leads us to the football season. (Laugh- 
ter) President Conant was telling me this morning about a 
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football game that he heard of last week. The eleven of the 
University of California went down to Southern California 
to play a team there, and to their surprise, although not con- 
sternation in any way, they found seven out of their eleven 
opponents were Negroes—very nice fellows. 

On the first play for the University of California the half- 
back tried to run around the right end, but he was thrown 
foraloss. He struggled to his feet through this dark, Erebus- 
like line, and then he tried to run around the left end. The 
same thing occurred, and again he was unearthed from a great 
lot of dusky warriors. 

Then he tried the center, and got through a couple of yards. 
And when he got up he was so surprised to find it was a white 
center who had tackled him that he eagerly grasped his op- 
ponent by the hand and said, “ Dr. Livingston, I presume?” 
(Laughter and applause) 

And so, you see, by natural stages we come to General 
Johnson! General Johnson, frantic messages were coming to 
the head table all the evening about your failure to appear. 
There were no less frantic messages concerning Miss Thomp- 
son, for a while, but she relieved our anxiety earlier in the 
game. 

I do not have to tell you of the extraordinary career that 
General Johnson has had, and how varied that career has 
been: a lawyer, a soldier, an industrialist, a commentator, and 
I don’t know what else besides—a very extraordinary, all- 
around training. 

I do not agree with everything that the General says at all 
times, but I must acknowledge that he speaks with a voice of 
honesty and candor, and with true conviction. And I want to 
say this, that when ten thousand years from now they are un- 
earthing here on this earth the vestiges of the New Deal 
(laughter), just as our Museum of Natural History has been 
unearthing vestiges of the ancient creatures in Mongolia, one 
of the archeologists will come along and find Hugh Johnson’s 
thigh bone, and they will reconstruct Hugh Johnson. And in 
that reconstruction they will find not that he was one of the 
lesser animals, but that he was a real mammoth, or a dinosaur! 
(Laughter) 

With that brief introduction, I present to you, General Hugh 
Johnson! (Applause) 
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be ‘‘ The Effect of the War on America’s Idle Men and 

Idle Money”. If that refers to a war in which we are 
neutral, there will still be idle men and idle money. If we get 
into a new world war on any such magnificent scale as we were 
preparing in 1917 and 1918 there wouldn’t be an idle man or 
an idle dollar in the United States—for a little while. After 
that, the question to you would be like the darky in jail who 
asked his friend in the street, ‘‘ What time is it?’”’ The answer 
was ‘‘ Whaffo yo’ want to know. You ain’t gwine no place.” 
You don’t need to worry about dollars in such an event. You 
won’t have any. And in the same shrewd Negro language—as 
to idle men—there won’t be nothin’ else but. 

Woodrow Wilson used to talk about the four “ M’s” of war 
—men, money, material and morale. It was a trite but good 
analysis. Wars used to be fought between relatively small 
fractions of the strength of belligerent nations. It was a sort 
of gloritied football game in which the people pretty much sat 
in the bleachers while more or less professional military teams 
placed themselves between the two capitals and then feinted, 
bucked the line or forward passed—as Napoleon did in Italy— 
until one side or the other had been outsmarted or out- 
punched. 

The Germans invented the idea of “the nation in arms”. 
It was substantially—‘ if national existence depends on a test 
of arms, why should anything less than the whole national 
strength be enlisted in the struggle?” The change caused 
by that idea was partly due to the thought itself and partly 
to the enormous improvement in means of transportation and 


communication and the scientific development of the so-called 
industrial revolution. 


| UNDERSTAND the general topic of this discussion to 
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Your history says that Xerxes marched toward Greece with 
an army of a million men. We know that this was poetic 
license. We know it from the geography of those battlefields 
and their means of transport. Up to the last fifty years it 
would have been impossible to transport or supply, anywhere 
on the earth’s surface, a field army of a million men in any 
single group. 

In the World War, Pershing had 2,000,000 in France but to 
do that we had to marshal all the loose carrying trade of the 
seven seas, rebuild all the southern ports of France, double the 
French railroads to our front and engage in an industrial 
tour de force that among other changes eventually cost us 
nearly fifty billions gross. 

The German idea of the nation in arms carried to its logical] 
conclusion means that the whole nation must become an army. 
As President Wilson said in his draft proclamation, “ the men 
who remain to work the factories and till the soil are no less a 
part of the army that is in France than the men beneath the 
battle flags. It must be so with us. It is not our army that 
we must train and shape for war. It is a nation.”’ 

The production of every section of possible tillage land 
as well as the output of every tin-pot machine shop becomes as 
important in this kind of universal effort as the raising and 
arming of a company of infantry. 

The battle effort itself has become a dreadful thing. The 
weight of metal and chemicals necessary to drench whole land- 
scapes in splintered steel and gas has multiplied in possibility 
—and therefore, in necessity. The expenditures of artillery 
and small arms ammunition in the battles of the Somme in a 
single hour were many times greater than that of our great 
battles of the past in a whole week. The battlefield of Gettys- 
burg is seven miles long. The Western Front extended from 
the Vosges mountains to the North Sea 
gunned in every mile. 

Nations have learned too, what used to be neglected, that 
the morale of the civilian population becomes as important as 
the morale of the army in the field. Ludendorf’s most bitter 
complaint was that through starvation and deprivation, his 
home front crumbled long before his military front gave way. 


heavily manned and 
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In other words, this vast new flood of supplies that must be 
gathered in overwhelming reservoirs to inundate thousands 
of square miles of battlefield with destruction must somehow 
be obtained without depriving the home-folk of an ample 
supply of all necessities of life. 

Since whole nations are armies, this deprivation of an 
enemy’s population—women, children and the aged—is a 
prime purpose of warfare. Mutiny behind the enemy lines is 
a major aim of modern strategy—mutiny induced by economic 
strangulation. Blockade their whole nation, strangle and 
starve it. Enlist all four horsemen of the Apocalypse—in- 
cluding pestilence through malnutrition—not merely against 
men at arms but against the whole enemy people. Permit not 
a preventable ounce of any useful thing to cross their borders. 

You don’t need any blue print of these tactics. Mr. Wil- 
son’s principal plea, as is the Allies’ today, was that we were 
making no war on the German people—only on their hateful 
rulers. We invited them to revolution. Meanwhile, we 
brought every pressure that ingenuity and economic power 
could invent or apply to starve those people into discontent and 
incite them to mutiny—exactly as the Allies are doing today. 

It isn’t pretty but it is war—and when Sherman said that 
war is hell he didn’t know the half of it. We understood 
frightfulness as early as 1864. Sherman destroyed Georgia 
to that end. Sheridan left the Shenandoah in a state where 
he boasted that a crow couldn’t fly it without carrying his own 
rations. 

As Hindenburg said of our effort—‘ Her brilliant, if pitiless 
war industry had entered the service of patriotism and had not 
failed it. Under the compulsion of military necessity a ruth- 
less autocracy was at work and rightly, even in this land at 
the portals of which the Statue of Liberty flashes its blinding 
light across the seas. They understood war.” 

There is not sympathy nor chivalry nor humanity in the 
military art today. It is coldly scientific murder and destruc- 
tion—not merely of men at arms but of the very body and 
spirit of the people at home. 

I cite all this morbid realism to emphasize a single thought— 
that war is no longer merely a professional contest between 
armies. It is a grapple to the death between whole economic 
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systems in which that nation is most likely to win which can 
deluge its enemy with the greatest tonnage of production pre- 
pared for destruction and shut off from it the greatest stream 
of supply for the daily living of its people. 

That is why I began by saying that if by any crazy blunder- 
ing we get in again, on any such basis as we were preparing 
in 1918, there will be neither idle men nor idle dollars in the 
United States—not while the war lasts at least. There is no 
question of not enough consumption at such a time. The 
capacious maw of war gulps all that you can throw down 
it and asks constantly for more. 

There was not a single element of American production in 
1918 for which we could find half enough to supply the in- | 
satiable demand. It is true that the sudden armistice proved | 
that not all demands were justified. But in such a war you 
cannot excuse anything less than maximum effort. The slogan 
was “Fight as though the war could be ended tomorrow. 
Produce as though it would last ten years.” | 

There were no idle men. It is usually said that we raised 
4,000,000 men for our armed services. The fact is that, be- 
tween the beginning and end of our participation, more than 
6,000,000 had in one way or another been taken from the ranks 
of normal civilian employment. How many were employed 
in abnormal war production, there is no way of telling. I can 
only say, from my experience, first, in charge of the draft, 
and then as army member of the War Industries Board and 
chief of all army purchase and supply, that in the summer of 
1918 man power had already become a serious problem. 


We adopted the “ work or fight” order as an indirect means 
not only of driving all men out of idleness, but also as a means 
to tap the supply of our women and put them to work in every 
job in which they could even passably do the work of men. 

Neither were there any idle dollars. The necessity to 
direct every cent available for investment into fields where 
they would best serve the common purpose had become so 
great that we set up a Capital Issues Committee which re- 
fused the use of the diminishing flood of available capital— 
whether by loans or investment—to any purpose which could 
not show a direct contribution to the winning of the War. 
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Notwithstanding a 217 per cent inflation and an unchecked 
flood of public money into private industrial production, there 
simply was not enough capital to finance our needs. There 
were yawning shortages in all of Mr. Wilson’s four “ M’s ”’— 
except one. We kept up our morale, but the supply of men, 
money and material was so short that we had to ration each 
to the greatest need. 

Taken all in all, it was perhaps the busiest period for both 
men and money that this country has ever seen. If we get 
into a new war on anything like the same scale there will be 
neither idle men nor idle dollars—at least “ for the duration ”’. 

I take it that my subject does not call for any remark as 
to just where that kind of activity leads. Yet it is hard to 
resist one or two observations along that line. It is usually 
said that our gross war costs were 49 billions—and our net 
costs about 39 billions. Those net figures deduct from the 
gross costs the war debts of our associates. You know what 
they are worth. 

It is tempering the bad news to say that the gross direct cost 
was 49 billions. We had not anywhere near reached our 
stride. In 1918 we spent about 19 billions. The United 
States Treasury estimated the 1919 cost at 24 billions. But 
Mr. B. M. Baruch with better information of the 1919 in- 
dustrial plans has guessed that the cost for that year alone 
would have been nearer 35 than 24 billions. I note that the 
National Economy League has just estimated a year’s cost to 
us of another major war in Europe at 30 billions of dollars. 
From my experience, the facts I have just given and my own 
studies I am sure that figure is not too large. We could reach 
no such rate in twelve months, but if we enter a protracted 
war it is sure to cost that much each year. 

Equipment and supply for war cost much more now than 
then, due to greater mechanization and mobilization. British 
authorities have stated that it costs twice as much to equip an 
infantry division. My own guess is much higher. Our old 
type of infantry rifle cost about $17. The new Garrand 
will cost at least $100. World War airplanes cost $5,000 to 
$10,000. New pursuit and observation planes, on recent pub- 
lished army contracts, cost $25,000 to $45,000, and new giant 
bombers from $60,000 to $150,000. Increased calibers of 
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guns of all types—vastly increased rates of fire—will not 
merely double costs, they are apt to square or cube them. 

I saw a newspaper statement that the British were pre- 
pared to spend 60 per cent of national income for war—around 
20 billions a year. In our case that would certainly exceed 
30 billions. Our I919 expenditures exceeded theirs by more 
than 50 per cent. 

You can only get dizzy juggling these astronomical figures ; 
but you can remember that we entered the World War with 
relatively insignificant debt and federal taxes. We would 
enter a new one with between 50 and 60 billions of debt and 
almost unbearable taxes. 

Considering the existing staggering total of state and local 
taxes, if we entered a new universal war on the scale to be 
expected of us, we could hardly count upon a federal revenue 
of more than Io billions at an absolute extreme. We could 
be increasing our debt, on the British estimate and our own 
experience, at from 25 to 30 billions a year. 

How long could this last—starting from scratch with say 
60 billions of debt? I do not know the answer. Accord- 
ing to a very eminent authority, ‘ Taxes are paid in the sweat 
of every man who labors. They can be paid only in produc- 
tion and are a first lien on production.” They could be a 
burden so heavy that every man who labors would be working 
one day for himself and three days to pay for the burdens and 
blunders of government. 

Government exists only in the totalitarian states on the 
theory that men exist for government—not, as with us, that 
governments exist for men. If and when we reach any such 
condition as that when a man works two days out of three, or 
three days out of four, for government, we have reached the 
end of individual freedom. We are in a condition of slavery 
to the state—the aim of Stalinism and Hitlerism—the antith- 
esis of the purpose of the American system—the end of 
individual freedom. 

It is apparent also that the charge of federal and local 
debt and taxes lies as a first lien on every ounce and inch 
and cent of value of every individual property in the United 
States. What is our national wealth? Estimates vary, de- 
pending on conditions, between 280 and 400 billions. Against 
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that now lies a total gross public debt—federal, state and local 
—of 60 to 65 billions. A very few years of our engagement 
in a major modern war at 30 billions a year could simply wipe 
out the capitalist and profits system in the United States. 

There would be neither idle men nor idle dollars in a new 
major overseas war, but at the end of it we would find a con- 
dition that would make February 1933 look like prosperity. 

I do not wish to exaggerate in any alarmist tom-tom beat- 
ing. I do not say that any such crazy national suicide will 
happen. I believe that it will not. I am only suggesting that 
when John Marshall said that the constitutional power to tax 
involves the power to destroy, he knew exactly what he was 
talking about and that our new engagement in a modern major 
war on a 1918 model could easily destroy completely the 
American capitalist and profits system and our devotion to the 
idea of individual freedom. It could do it without any revo- 
lution, without any change to communism, without anything 
more than an appeal to war-time patriotism and our will to 
victory forcing us to the unlimited expenditures of modern 
war. 

There is one possibility of war in which we might still have 
both idle men and idle dollars—and also probably lose the 
victory. There are proposals now before Congress—even if 
they are unlikely to pass except in some spasm of war-time 
emotion—which would effect this in a trice. 

There are proposals, such as Senator Josh Lee’s for an 
immediate capital levy, to require every property holding 
above $1000 to buy government bonds, pro rata and practically 
without interest to pay the current costs of any war. There 
are others, such as those advanced by Senator Nye to con- 
fiscate not merely profits due to war—which most of us favor 
—but practically all profits and all incomes in the course of 
war—which is a very different thing. There are proposals, 
upon the advent of war, to turn all operations of industry over 
to government—to put industrial management under military 
law. Add all these proposals together and you get exactly 
the idea that haunts all the communist and socialist theory yet 
presented—“ production for use and not for profit ’’—state 
socialism—government ownership and direction of all human 
economic effort. 
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Maybe it is good. We only know that it never yet has 
worked since the beginning of time—though frequently it has 
been tried. We only know that the system to which we have 
been devoted—faulty as its working has sometimes been—has 
peopled a continent with the happiest and best provision for the 
common people that has ever been known in the history of the 
world. 

It would not seem to be the part of wisdom to depart from 
it even in times of the profoundest peace. But how about 
departing from it in time of war, with an enemy knocking at 
our very gates? 

I have tried to show what I believe to be incontestable, 
that modern national military effort is nothing less than the 
utmost in industrial effort. In what case where would we be 
with the acknowledged superior industrial system on earth, 
suddenly upon the advent of war to adopt an economic con- 
trol and philosophy not only utterly experimental and untried 
but also adverse to every principle which we have tried with | 
such conspicuous success—where would we be if we suddenly | 
adopted a communistic form for industrial production at just 
the moment when we need maximum production? It would 
paralyze production and defense. It would at one stroke de- | 
stroy individualism and our capitalist and profits system. It 
is incredible folly, but there is a panicky passion for war ex- | 
perimentation in our midst. It does not stop very long to 
consider practical results. | 

We can see an example of this in the Pittman Act. By un- 
necessarily getting off the ocean without sufficient study of 
how to get off best and without too greatly upsetting an exist- 
ing system, 9,000 of our seamen and stevedores seem about to 
lose their jobs and 600,000 tons of our ocean shipping is to be 
tied up at the docks. Barring some such blunder as these new 
brain storms contained in some of the war bills, there will be 
no idle men or idle dollars if we get into a continuing world 
war on a modern scale. 

But what if the war goes on and we stay out? What will 
be the effect on unemployment and our frozen turnover of 
money? I think that directly it will be very slight at first. 

The warring nations have far greater reserves of materials 
than in 1914. They have become much more nearly self- 
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contained. Except for airplanes and perhaps motor transport 
we have nothing of armament to sell them. 

The duPonts were the advertised devils of the last war. 
They were largely a powder company then. Today not 2 per 
cent of their capacity is in that field. Every ounce of it will 
be needed for our own armament program. We have no gun 
or small arms factory capacity that we shall not need for our 
own reéquipment. Our shipyards are crowded and booked 
far ahead with orders. There, perhaps, will be some sec- 
ondary demand for steel and chemicals—the raw materials of 
shells—and possibly for guns. But the release of any 1916 
flood of war orders for everything we produce is most un- 
likely. Europe is no longer dependent on America for nitrates 
or copper and not nearly so greatly dependent on the United 
States for food and fibers. 

Certainly so long as the war remains in the present static 
state the monstrous consumption of 1917 and 1918 will not 
occur and I can see no possibility of any such abnormal demand 
on us. 


A review of our limited armament capacity makes it quite 
clear that we could furnish arms only by a great extension of 
specialized plants which are of limited use in peace. There 
is no disposition among our industrialists to take the dangerous 
risk of this kind of extension again. I know of no manu- 
facturer who wants any armament business. 

Neither does labor want it. William Green and John 
Lewis have lived through a war labor boom—and what came 
after. They are both emphatically on record as against any 
kind of repetition of that nightmare. 


I believe that this war is not going to employ directly large 
numbers of either our idle men or idle dollars—not by our 
getting into it because we must not get in—not by our staying 
out because there is not apt to be any sufficient demand directly 
to employ our millions of idle men or encourage the investment 
of our billions of idle dollars. 

Indirectly—if we keep out of it—the war could much im- 
prove our condition. We should increase our trade and es- 
tablish our goods in many countries which warring nations 
can no longer serve. If the war drags out, it could possibly 
leave us the only strong and solvent nation on earth with our 
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war-shattered competitors, on both sides, bankrupt and 
impotent. 

Ours could become the dominant voice for a restoration of 
decency and democracy on earth. It could turn out to be the 
task of American capital and labor to restore a ruined world 
and perhaps thus—both for us and for them—to build on a 
firmer and better basis a sounder prosperity than we or other 
nations have ever known. 

That is a possibility of our staying out with restraint and 
generosity. The chief possibility of our getting in is to dilute 
our strength with the world’s weakness—to get down into the 
welter of hatred, bloodshed, bankruptcy, destruction and ruin 
that might wreck the last stronghold of Western civilization 
and—no matter what the final outcome—still further risk and 
burden all that we and our fathers have built up on this con- 
tinent in 320 years of labor and privation. 

There is little that we could now add to either side in get- 
ting in. There is much that we could lose for ourselves and 
for the whole world by not keeping out. If there ever was a 
time when both material and spiritual interest dictated the 
course of American neutrality, it is now—we must keep out 
of war. (Applause) 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN LAMONT: We thank you heartily for this stirring, this 
vigorous, this illuminating and appealing address, General Johnson. 
We are grateful to you for coming over to us from Washington, 
taking this journey and letting us have your words at first hand, 
face to face, in your own vigorous way. My only disappointment, 
General, is that you did not indulge in a little rougher language. 
(Laughter) 

GENERAL JOHNSON: Well, I can still do that. 

CHAIRMAN Lamont: Before I introduce Miss Dorothy Thomp- 
son, I am going to ask one of our foreign visitors to bring us a 
brief word of greeting. We have with us tonight two distinguished 
former Prime Ministers of Belgium, my friend Georges Theunis, 
and Dr. Paul van Zeeland. (Applause) 

My friendship with Mr. Theunis goes back to the days of the 
Peace Conference in 1919, when the American delegation fought, as 
well as it knew how, to establish with their Belgian friends the 
priority in reparations for Belgium. ‘This was accomplished. Mr. 
Theunis has had a distinguished career since then and served his 
country well. 

Dr. Paul van Zeeland has been more recently favorably known to 
these shores because of his great efforts toward the expansion and 
stabilization of international trade, and now he is over here in con- 
nection with the refugee problem. I am going to call upon him to 
say just a word, whatever comes to his mind. I want to assure him 
and Mr. Theunis of our heartiest welcome, because we realize that 
both of them, with their countrymen, have been under especially 
severe anxiety in the last few weeks. Dr. Paul van Zeeland! (The 
assemblage arose and applauded.) 
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GREETINGS 


PAUL VAN ZEELAND 


Former Premier of Belgium 


1IOPED to the last moment that Mr. Lamont would for- 
] get to call upon me, even for a short greeting, because it 
is too difficult for a man in my position to address a 
public audience in this country right now. You can imagine 
what a week of anxiety we Belgians have been living through; 
the position of our country is so delicate that I would be afraid 
that a single word, wrongly expressed or wrongly understood, 
might really be harmful to our fatherland. 

You see, the same words sometimes cover very different 
realities. Both the United States and Belgium are neutral 
in these circumstances, but it is surprising to see and to feel 
what a difference in that neutrality results from the fact that 
on one hand there are 130,000,000 people, on the other hand, 
only 8,000,000 people. 

Also, what a difference it makes to have between certain 
people and your country on the one hand, a thin, theoretical 
international border, and on the other hand, a few thousand 
miles of ocean. (Applause) 

So I thought I should refrain from expressing my views. 
But Mr. Lamont—you know how clever and how keen he is— 
said to me, “ Well, don’t speak—just greet your friends.” 
Thus I had to say, “ Yes.” But I cannot really talk when I 
have not the possibility of expressing what I think. 

I will, as a matter of short greeting to you, merely emphasize 
one thought. I am of a generation which has really been 
subjected to great hardships. I was twenty when I went into 
the army for the World War. I was in business when the 
economic crisis came. I was in politics when the big political 
crisis came. Now I have been living through a week, not 
knowing at any moment whether I would not have to take my 
ticket on the Clipper to go back as soon as possible. 
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In spite of that, I am not ready to become pessimistic, and 
to give in. Of course, we have many reasons to be anxious 
concerning the future of mankind. We have witnessed in 
recent years, the last fifteen, an extraordinary deterioration of 
human standards, and we are now in the midst of a crisis the 
issue of which no one at this moment can see. 

Nevertheless, I believe that after this crisis, we may again 
have one great opportunity. Surprising as it may sound, I 
have been able to find in authoritative circles, new reactions to 
the big problems concerning the future of mankind. 

I have been devoting myself for years to ideals which pur- 
ported to ameliorate relations between nations, in economics and 
politics. For quite a while, many of the ideals I believed in 
were considered Utopian by so-called realistic people. Well, 
now, since the worst has come upon us, I have found that 
many people have changed their minds, and that they are 
now ready to accept ideas much more radical than those we 
were able to recommend before. 

I think that this is already one evidence of progress, and I 
hope that the time will come after the war when it will be pos- 
sible to seize again the great opportunity that we missed after 
the World War. 

I hope that at that time the United States of America, whose 
place in the world is so big, will share the responsibility of it. 

When I listened to the illuminating speech of General John- 
son, I felt within myself, ‘“‘ How lucky you are, you who have, 
or think you have, the choice between war and peace.” For 
many countries, this choice, unfortunately, does not exist. 

But in spite of everything, I hope that after the present 
war a time will come when we will be able to realize condi- 
tions in which the exchange, on all sides of the frontiers, of 
men, of ideas, of goods, and of capital will be freer, for the 
good of everybody in the world. (Applause) 
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REMARKS 


CHAIRMAN LAMONT—We thank you, Dr. van Zeeland, for this 
very inspiring message, and we reciprocate every sentiment that you 
give to us. 

We are especially grateful tonight to Miss Dorothy Thompson 
for having left a sick-bed in order not to disappoint us. We were 
under grave apprehension at noon, but heaven smiled upon us, and 
Miss Dorothy Thompson is here. And, if she will permit me to 
say it in this presence, to look at her we shouldn’t dream she had 
ever been within a thousand miles of the grippe! 

This dinner tonight is going to omit the usual practice which has 
grown up in New York of giving a gold medal to Miss Dorothy 
Thompson. You know it has become almost a custom, wherever 
two or three are gathered in New York, for someone to say, “ Well, 
let’s get up a committee and give Miss Dorothy Thompson a gold 
medal.” (Laughter) 

That is all perfectly true, and also it enables me to give the only 
statistics with which I shall burden you this evening. We are at 
a dinner of the Academy of Political Science, but I am neither an 
academician nor a politician nor a scientist, and I am not familiar 
with figures. (Laughter) That is true, perfectly true. 

But I had an engineer figure out for me the other day the space 
that all the gold in the world, all the coined or bar gold (and I 
don’t mean to include earrings and wedding rings) would occupy. 
To my surprise, after carefully figuring and rechecking, he reported 
it would occupy a cube only thirty-six feet by thirty-six feet. Well, 
now, of that cube we have, roughly speaking, five eighths or two 
thirds buried in a hole in Kentucky. And I was thinking how 
curious it would be and, really, how funny it would be, if we con- 
tinued to suck and drain all the gold of the world to these shores 
so that we had it all, and if then, when the war was over and every 
other country was impoverished and we had all the gold, the other 
countries demonetized gold and we were left with it all on our hands. 
The only amusing thought is that then Uncle Sam would have been 
the innocent victim of the greatest gold-brick game ever known to 
civilized man. (Laughter) 

GENERAL JOHNSON: Think of how many medals that would make 
for Dorothy! (Laughter) 

CHAIRMAN LAMONT: That is true enough. But in my remarks 
about gold, pray do not take me too seriously. I am not for a mo- 
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ment predicting that gold will go out as a basic measure for world 
currencies. 

Miss Thompson, we greet you tonight. Some people have said 
to me: “I think Dorothy Thompson is wonderful, but she is so 
emotional.” Well, I thank God that Miss Dorothy Thompson is 
emotional (applause), because she is moved by righteous causes; 
she is moved by pity for the oppressed; she is moved by an ardent 
desire to succor those who are in ill fortune. 

I hesitate to say this in her presence, but I should like to have 
all members of the Academy and their friends know how much of 
a factor in American affairs, and how great an influence Miss 
Dorothy Thompson is, and wields, and how glad we are to have her 
with us tonight. Miss Thompson! 

(The assemblage arose and applauded.) 

Miss THoMpson: Emotionalism, Mr. Lamont, says a lady in a 
cold, icy voice, is what one calls the arguments of one’s opponent. 
(Applause) 

General Johnson is always very stimulating to me. I read him 
in the afternoon, and then I write the next morning, and I am 
enormously grateful to him because he often stimulates me to con- 
troversy, and sometimes to agreement. 

I agree with you, General, that we should keep out of this war. 
It seems to me, however, to be at the moment a fairly academic 
question. As far as I know, nobody wants us to go into this war. 
As far as I know, nobody has asked us, and I certainly do not know 
where we would go, if we started to get ready to go. Maybe we 
will be asked to go to Finland; I do not know. 

On the other hand, in thinking about this war and the issues in it, 
and the effect of it on the United States and on the world at large, 
I am afraid I do not think that there is such a thing in the world (to 
quote you, if I may, General) as “a single strong and solvent na- 
tion” emerging from a bankrupt world. 

It would seem to me that that is what we have learned in the last 
fifteen years, that there “ain’t no such thing” as a single, solvent 
nation, that somehow or other the world must again be solvent and 
strong, by and large, or else it is going to be very bad for us. 

And when I think about the war, which like all the rest of you I 
do about twelve hours a day, the primary question that always con- 
cerns me, makes me try to look back over the past, is the question 
of why we have got a war—at least, why Europe has a war, why 
there is a war at all. 

(Miss Thompson then read her formal paper.) 
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THE WAR’S EFFECT UPON AMERICA’S ECONOMY 


DOROTHY THOMPSON 
Columnist, Radio Commentator and Author 


, ‘HIS war occurred for a great many reasons. It is 


necessary to separate those reasons, to weigh each of 

them according to its proper evaluation. Because if 
we do not do that, we shall go on making very serious mistakes 
about the world that we live in. We shall go on making the 
same mistakes that other nations have made and that we have 
made in the past. And if we make those mistakes, then sooner 
or later we, too, shall pay for them. 

It has been the custom to say in the last few months that 
this war is a result of the Treaty of Versailles; that Hitler and 
National Socialism were produced by the Treaty of Versailles; 
that this war is a struggle between have and have-not nations. 
This is partly true. The Treaty of Versailles created a psy- 
chosis in the German mind. But the Treaty of Versailles was 
already as dead as the dodo before Mr. Hitler ever became 
the leader of Germany. The reparations bill had been wiped 
out, without a cent of it ever having been paid. That is to 
say, it was paid by the amazing financial system of the nine- 
teen-twenties whereby the United States lent money to Ger- 
many to pay France to pay Great Britain to pay the United 
States to lend money to Germany to pay France, etc., and 
ring around the rosy. 

All this went on because the people of Europe and the 
United States were unwilling to grasp the simple truth that a 
major war in the twentieth century is a net loss, and can never 
be paid for—by anybody. As a matter of fact major wars 
have never been paid for in history. The debts of the 
Napoleonic wars were never paid. Little wars like the Franco- 
Prussian war in 1870 could be paid for. That was a quick 
war, over in a few months, before the economic structure of 
the contending nations had been completely disrupted, and 
before the financial structures had been inflated out of all 
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conscience. But a war of the proportions of the last one has 
to have its debts wiped out. Each generation must pay for its 
own wars. The succeeding ones will not. 

The injustice done by the Treaty of Versailles, and the 
other treaties, was not an injustice done to Germany. It was 
an injustice done to Europe and to Western civilization. It 
was not an evil treaty! It failed because the men who made 
it did not know the essential facts about the world in which 
they lived. They were men who were still thinking in terms 
of the nineteenth century. They were still thinking in terms 
of power politics, of the balance of power, of nineteenth-cen- 
tury liberalism and nineteenth-century nationalism. 

They thought of democracy in purely political and legal- 
istic terms—parliamentary government, republican structures, 
self-determination for small nations. They made a League of 
Nations, not a League of Peoples, which is a very different 
thing. They abandoned the kind of peace that had existed 
from 1812 to 1914. That was an enforced peace: the Pax 
Britannica. It did not prevent wars, but it did prevent a 
world war. There was no world war for one hundred years 
preceding 1914. The peace of the world was kept on the 
terms of Great Britain. The naval and financial power of 
Great Britain was enormous. Her long purse, her naval bases 
throughout the globe and her willingness to use her power 
meant that she was in a position constantly to hold the 
equilibrium. She allowed adjustments to be made, sometimes 
by force. In those hundred years, there was the Crimean War, 
the Spanish-American War and the Russo-Japanese War. 
But there was no world war, because Britain could always 
throw her power into the balance in such a manner that some- 
body backed down. And in those hundred years, Britain 
maintained a policy of free trade and free money—that is to 
say, a truly capitalist system. She kept an open world. 

In 1918, after the World War, Great Britain was no longer 
strong enough alone to enforce peace, nor to finance the world. 
The strongest nation in 1918 was the United States of America. 
The financial and economic power of the world had passed 
from Great Britain to the United States. We were potentially 
at least the greatest naval power in the world. Had we wished 
to use our power, had we had the courage to use that power; 
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had we been willing to accept international responsibility— 
to share it, for instance, with Britain and France—there could 
have been world peace for another hundred years, and a new 
blooming of capitalism. (Applause) I am not saying it 
would have been a just peace or the best possible social system, 
but peace could have been kept on the terms set by Great 
Britain and the United States, and prosperity could have been 
multiplied. 

Instead, we washed our hands of this responsibility, came 
home from Europe more or less disgusted and disillusioned, 
and left Europe broke and with the League of Nations. The 
League of Nations was a noble attempt to organize the world. 
The fact that it failed does not mean that the world cannot 
and must not be organized. It can be and must be. But it 
is impossible to organize the world at all without the United 
States, and it is impossible to organize Europe, or any other 
continent, without the relinquishment of a certain amount of 
national sovereignty. 

The League of Nations was an association of sovereign 
governments—any one of which had the right to secede. Had 
we joined it, it would have been a world league, but one in 
which too many problems were lumped together. The League 
had no implements of force with which it could insist on its 
programs being carried out. The League could demand 
sanctions, but it could not enforce its demands, and so it was 
doomed to failure as every other league of sovereign states 
had been doomed to failure in the long run. 

But furthermore, and this seems to me the most important, 
post-war Europe failed to do anything at all, in an organized 
way, about the fundamental problem, namely, the problem of 
economics. The problem of Germany, France and Britain, and 
of the United States as well, is the same problem. It is a 
problem of work and bread for human beings. In Western 
Europe and in North America are concentrated about the whole 
of the science, technique and industrial production of the 
planet. In Europe live 400,000,000 people. The industrial 
and technological production is dependent upon sources of 
supplies outside Europe, and upon the highest development of 
the European market, and of the outside market. Economical- 
ly, Western Europe and the United States have the same basic 
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problems. Economically, European nationalism needs pro- 
found modification and needed it in 1918. But the peace 
treaties, instead of modifying nationalism by breaking down 
both the political and economic boundaries, accelerated and 
intensified it, all on the high-sounding principle of the rights 
of self-determination of small nations, and this intensification 
of nationalism was assisted by the tariff policy of the United 
States. 

The peace treaties, for instance, ratified the break-up of the 
Austro-Hungarian Empire. It is true that the Empire was 
decadent, the bureaucracy top-heavy, the ruling classes rigid. 
But it is also true that the Empire held together the scramble 
of races in the Danubian basin, and was an almost perfectly 
balanced economic complex. This great complex had free 
trade within its borders, had a common currency, and sup- 
ported only one armed force. After the peace treaties it had 
a welter of currencies, tariff walls around each little country, 
and an army for each of them. 

If the Allies win this war and again refuse to face the es- 
sential problem of Europe, which is economic and which 
demands universal codperation, then Europe will be delivered 
over to revolution and anarchy. 

I do not believe in any such dismal future. I do not be- 
lieve that civilization is about to perish. (Applause) On 
the contrary, I believe that it is about to begin again. The 
only people in Europe today who are doing any constructive 
thinking know that this war is not going to be settled by the 
rehabilitation of Poland, but only by the rehabilitation of all 
of Europe. Europe, to avoid the anarchy of the last twenty 
years, must be one kind of thing when this war is finally over. 
It must have one ethic, one form of economic structure, and a 
universal basis in law. That unity is either going to be im- 
posed upon Europe by the Nazis, or it is going to be constructed 
in Europe out of the best things in the European spirit. I be- 
lieve the latter is going to happen. I do not see nazism or com- 
munism as the forms of the future. I think they are the re- 
sults of a collapse. They are not the beginning of a new era, 
but the end of an old era. 

What we are seeing in this war is the death throes of an 
epoch. An age is dying. We are definitely at the end of an 
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era of human history. One of its characteristics is that an 
alarmingly large number of our political, intellectual and 
business leaders, here and in Europe, still seem blissfully un- 
aware of the fact. They still hope for a return to the placid 
conceptions of yesterday. This complacent lack of aware- 
ness turns into extreme jitters if it is rudely disturbed, as it 
has been by this war. In this country the reaction is to try 
to ward off the evil demon by saying the war does not affect us, 
and that if we stuff cotton in our ears and close our eyes, and 
above all hold our tongues, the issues in this war will never 
reach our shores. This is foolish, because the issues have been 
on these shores for a long time. Here, as in Europe, the road 
that our civilization has been taking for the past century has 
reached an impasse. The problems which we have to meet 
and solve are not intrinsically different from the problems of 
Europe. 

Here, as in Europe, the concept of democracy has got to 
undergo a thorough overhauling. This European war is an 
incident in the European revolution. Europe is in a full state 
of revolution. That is the first and last thing one must re- 
member about this war. Whoever wins it, the social structure 
of Europe will never be the same as it was before it began. 
And though we shall in all probability escape the war, we 
shall not escape the revolution. 

Let me say that I do not mean by revolution—or do not 
necessarily mean by it—rioting, bloodshed and civil war. I 
mean by revolution fundamental overhauling of the social and 
economic structure. I mean by revolution the creation of new 
standards, new frames of reference, new concepts of commu- 
nity life, new forms of political and economic activity. Just as 
the war in Europe is being fought to determine how four 
hundred million people are going to live on that continent— 
in what form of society—so we in the next two or three decades 
are going to have to discover how 130,000,000 of us are going 
to live on this continent. 

Europe, it seems to me, has got to rediscover and find new 
terms and new modes of expressing the idea of Europe, the 
unity of Europe, and for assuring the economic well-being of 
the people of Europe; and the United States has got to find 
new terms and new ways to express the idea of America, the 
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unity of America, and the economic well-being of the Amer- 
ican people. 

I do not think there will be so much difference, in the long 
run, between the new Europe and the new America. We do 
not like to think of it these days, when we prefer to consider 
geographical] distance rather than the ideological nearness of 
the United States to Europe. But the truth is that we are 
all children of Europeans; that this country was built upon 
European ideas; that without Aristotle and Montesquieu and 
Locke and Hume and Magna Charta and the British Consti- 
tution and the French Encyclopaedists, this country would not 
exist in the form it does. We are an integral part of Western 
civilization. Our greatest contribution to political history has 
been the idea of federalism. There are more Europeans 
reading The Federalist at this moment than have read it in 
many years, and I am inclined to think more than are reading 
it in the United States. 

Every European idea has had repercussions in the United 
States. We have our Marxians, our Freudians and even our 
Fascists. The New Deal has been chiefly a replica, and not 
a very good one, of social legislation and government con- 
trol long since exercised in Europe. We have the same line- 
up and the same conflicts inside society as Europe has. We 
have the same economic problem of how to use our labor, re- 
sources and technology to produce a stable and improving 
economy. 

We have, in fact, the same kind of a social system in almost 
the same state of decadence, and the decadence shows itself in 
the same way. 

If I may make an aside, what are the symptoms that an old 
era is dying and a new one is trying to be born? I should put 
first among them the decay of the concept of democracy. The 
original idea of democracy is a profoundly religious one. It 
rests in a belief in the sacredness of the human soul, as a Child 
of God and as a joint heir to the Kingdom of the Spirit and 
to the fruits of this earth. The object of democracy must be 
humanistic; I mean by that that the first business of a 
democracy is not to create “ prosperity ”, or to build the long- 
est bridges or the highest buildings, or to acquire the greatest 
national power. Its first object must be to create the largest 
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possible number of fully conscious, self-possessed, happy, 
healthy, free human beings. A successful democracy can never 
be measured in terms of the national wealth in dollars, or 
the number of cubic feet of gold in Kentucky. It can only 
be measured in the quality of the human beings it produces. 

But the Communists are right when they say that no one 
can exist as a person below a certain minimum economic level. 
The development of the finer traits of courage, self-reliance, 
generosity and spiritual poise which mark the truly superior 
human being is all but impossible under the conditions in which 
our poorer workers live today, in this country as well as else- 
where. At the worst, they are homeless, disease-infested, 
dirty, unwanted nomads, like the migratory workers, ten 
thousand of whom are herded at this moment in California 
camps, or the tens of thousands of derelicts of city slums—the 
children of Dead End Street. 

But at the very best the worker for wages lives a life of con- 
stant insecurity, under the constant threat of humiliation. He 
is without security in his property, the property which is his 
life, that is to say, his work. Under the capitalist system, 
labor is a commodity. A man’s life is a commodity; the work 
that produces his own food and the food and shelter of his 
wife and children is a commodity to be bought and sold in 
the open market, according to the law of supply and demand. 
What determines whether there is a market for this commodity, 
which is the human life, is solely the question of whether the 
employment of that commodity can return a certain increment 
upon a money investment. It is the profit on a money invest- 
ment that determines whether a man may be allowed to live. 
This means that money has the right of reproduction, but 
human beings do not. 

Given international peace, and a freely functioning world 
capitalist economy, this system might, nevertheless, produce so 
much wealth that it would be justified in the popular mind. 
But in the last twenty years we have had neither a logical 
capitalism nor any form of intelligent socialism. Capitalism 
has not justified itself in human terms and the social result of 
the domination of society by money—by the right of money to 
increase without effort—is the degradation of the whole of 
society, including standards of work, an attitude of irresponsi- 
bility on the part of the worker, lack of pride in work, lack 
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of joy in work. The worker himself has adopted the attitude 
of the employer—why should he not? If work is a com- 
modity, the value of which is determined by the market—and 
by an ever-diminishing market—then the worker is just a 
trader in the commodity, and his business is to get as much as 
he can for as little as he can give. 

This concept of work is of something sold rather than of 
something done. The degradation of work to a thing of 
barter degrades the whole society. There is no concept of a 
contribution to the whole community of work; no feeling of 
being an irreplaceable part of something; no feeling of re- 
ciprocal obligation to society as a whole. And so the concept 
of democracy degenerates into a wholesale scramble for 
privileges. 

The complacent attitude is that this profound discontent of 
workers can be bought by a dole, relief, a sort of social-settle- 
ment, lady-bountiful attitude on the part of the state. They 
are wrong. You cannot buy off this discontent. It is too 
deep. It is rebellious against a fundamentally undignified 
human position; and this rebellion has been exploited by dem- 
agogues into the various forms of slavery plus social security 
which are now being tested by war. 

These totalitarianisms have destroyed the tyranny of money 
to set up the even worse tyranny of force and national glory. 
The worker in the decaying capitalist state is a vagabond es- 
sentially; the worker in the Communist or Nazi state is a 
slave; perhaps—I hope—the worker in the codperative com- 
monwealth of tomorrow will be a free man with a definitely 
guaranteed stake in the industry for which he works, with a 
recognition of his property right in his work. 

What we need is not the destruction of private property; we 
need the restitution of private property. The restitution of 
the ownership of labor to the laborer himself, and the right to 
use his labor to produce real values regardless of whether 
there is any surplus income on capital investment. 

Let me put it this way. Our present money economy is 
perverted, since in it the person is subordinated to consump- 
tion, consumption subordinated to production, and production 
is subordinated to profit. In the Nazi economy, the person is 
subordinated to consumption, consumption to production, and 
production to war. A human economy would regulate profit 
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according to the service rendered by production, would reg- 
ulate production according to consumption, and consumption 
according to human needs. To make a human economy it is 
not necessary to nationalize everything. In fact the national- 
ization of everything would produce a most inhuman form of 
state capitalism. The war itself is demonstrating that it is 
possible to regulate credit according to national needs. If this 
is realized for the purpose of producing guns and bombs, it 
will be impossible ever again to convince the people that a 
state cannot afford food and clothing for everyone. (Applause) 

I have said there is a social revolution going on in the world. 
We do not even begin to grasp the magnitude of that revolu- 
tion. I laugh when I hear some of my friends say that 
England is waging a war for capitalist and imperialist mo- 
tives. If she is, she is making a bad bet. England will not 
be a capitalist country, in yesterday’s sense of the word 
capitalist, at the end of this war. A complete transformation 
has already occurred in England. 

The other day I had luncheon with a famous and wealthy 
Englishman. He said: “ I have two houses in England ”’ (that 
was a gross understatement—one of them is one of the dozen 
greatest houses in that land of great houses). “ One of them is 
now a hospital, the other is a children’s home. They were 
both given to the public during the last war, but the difference 
between this war and the last is that I know now I will never 
get them back.” I murmured that was too bad, and he sur- 
prised me by saying—surprised me because he is an aristocrat 
and a Tory—‘‘ Oh, no! I think it’s fine. It had to come. I 
have always had more than anybody needs, and I believe it 
will come in England without civil war and with a minimum 
of hatred.” 

A famous English scientist remarked the other day he hoped 
they would have Hitler on their hands for about three years, 
because by that time they would have been forced to do the 
things that were necessary anyhow, but that they would have 
been too indolent to do, except from necessity. The children 
who have been moved out of the city slums into country houses 
can never again be put back into city slums. Probably we 
shall see an ever greater decentralization of industry, and the 
shrinking of great cities all over European countries because 
of the fear of air raids. Nothing is more necessary in our 
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whole civilization than this very business of reducing the size 
of cities and getting industries tied up with agriculture—draw- 
ing their labor from farms to which in hard times the workers 
can return; tying up industrial life with country life, and so 
reéstablishing the neighborhood, that sense of community 
which is completely lost in the great metropolises. These, if 
any of Europe is left standing, will be assets from this war 
rather than liabilities. 

In the field of politics and ideas I do not believe that the 
discipline which men and women have to undergo now in 
England and France in order to war on nazism will result in 
their becoming nazified. That is against all human psychol- 
ogy. On the contrary they are beginning in the Western 
countries to discuss a new charter of human rights as a basis 
of the war aims. 

The other day I received a letter from H. G. Wells. He 
says the people of England and France are demanding an 
answer to the question, ‘“‘ What is this war being fought for? ”’ 
—and he expressed the fear that the governments will fuss 
around with shifting boundaries and other things that nobody 
is interested in, except governments. He says that what the 
people want—the thoughtful ones—is a new declaration of 
the rights of man—including economic rights—which shall be 
made the basis for the reorganization of Europe and eventually 
of the world, as the Declaration of Independence was the prel- 
ude to our own Constitution. 

Certainly Europe is thinking in this direction. It is re- 
jecting the following premises of nazism and communism— 
the idea of racial superiority, the idea of class war, and the 
idea that basic freedoms need to be relinquished for economic 
aims, or that economic security is a substitute for political 
freedom. But in order to wage this war at all, all the bellig- 
erents are accepting a greatly increased measure of state 
capitalism. Pure capitalism depends upon freedom of move- 
ment of goods and money. War in any case impedes that 
freedom of movement. The American conception of neutral- 
ity further increases the restrictions. Just as this country 
aggravated the world depression by its unwillingness to ac- 
cept European goods, so we now aggravate the tendency to- 
ward state capitalism by refusing to utilize our resources in 
foreign lending. 
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We bury the world’s gold in a Kentucky mausoleum, in- 
crease its one-way flow by a cash and carry policy, and thus 
drive all European belligerents in the direction of state capi- 
talism cut loose from an international money economy. 

Since we cannot be part of an international money economy 
unless one exists, we shall, as the war proceeds, find ourselves 
genuinely isolated from the whole international price system. 
Then we must either adjust ourselves to the autarchic planned 
economy and state capitalism of the rest of the Western world, 
or take the lead, after the war, in reéstablishing an interna- 
tional money economy by contributing our own gold. Prob- 
ably what will happen will be a combination of both. 

In any case, the repercussions on America will be prodigious. 
It will be impossible to set up any kind of international financial 
structure after the war, which will include us, without our 
gold, and without an enormous free American contribution. 

Social reasons will make it impossible to return anywhere 
in Europe to a pure profit economy. For war purposes all 
nations have made a demonstration regarding the possible uses 
of labor and resources which they will be unable, afterward, 
to repudiate. But if the Allies win, the humanistic ideas of 
democracy will triumph in Europe, for it is for these ideas— 
and these alone—that the ordinary man is enduring this hell. 
(Prolonged applause) 


REMARKS BY THE CHAIRMAN 


CHAIRMAN LAMONT: We thank you, Miss Dorothy Thompson, 
for this very thoughtful, this philosophical, this provocative address. 

The only horrid practice that the Academy of Political Science 
has, according to my way of thinking, is the mandate to its Chair- 
man to make some serious remarks. Sometimes those are perpetrated 
at the beginning, sometimes at the end. But I did not know whether 
after General Johnson and Miss Thompson had finished their talks 
there might not be pieces to pick up. So I thought I would defer 
my effort until the end. I will say at the outset that what I shall 
have to say will be supplementary to a considerable extent to what 
Miss Dorothy Thompson has just said, but without her imagery of 
language. 

(Chairman Lamont then spoke as fo!lows.) 
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AMERICAN BUSINESS IN WAR AND PEACE 


ECONOMIC PEACE ESSENTIAL TO POLITICAL PEACE 


THOMAS W. LAMONT 
Of J. P. Morgan & Co. 


HAT is the attitude of American business men to- 

WV ward war and peace? Although I have no man- 

date to speak for them, I venture to say it is this: 

First, to avoid armed conflict. Second, to encourage, rather 

than to obstruct, the efforts of the democracies to purchase here 

supplies vitally needed for their defense. Third, to make our 

country’s economic and financial strength impregnable, so that 

finally America may be in a position to render sound and wise 
codperation toward an enduring peace. 


Why Business Detests War 


I speak first of the determination to keep out of war be- 
cause a few years ago a loud outcry, largely political, was 
raised that American business men have favored war because 
of the fancied profits flowing from armed conflict. There was 
never a charge more unfounded. There is nothing that busi- 
ness men the world over fear and detest quite so much as 
war. They know that there is no possible future for any sort 
of business, big or little, unless we can have peace, orderly 
means of production and good faith. The whole business 
world on both sides of the water is clearly appalled at the 
thought of another war and of the disastrous social, financial 
and economic consequences that are almost bound to follow it. 
I wish someone would run down the sources of the idea that 
business men are inclined to war. For example, in recent 
years we have seen Japan’s aggression in Asia, and Italy’s in 
Africa, and Hitler’s repeated forays in Central Europe. Is 
there anyone in his right mind who would suggest that 
these acts of violence and of armed conflict have been favored 
or promoted by business interests? 
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Human Interests Rank First 


The individuals and groups that have in recent years pro- 
moted this false legend, now clearly on the wane, seem to 
believe that business men think as a class and put their mate- 
rial interests above all else. They do not. They are human 
beings first of all, members of the general community. They 
love their country as warmly and in the same way as do our 
statesmen, our teachers, our professional men and our wage- 
earners—no more, no less. Their reflections about war and 
peace and democracy and civilization are on the whole the 
same as those of any other cross section of the community. 


Bulwarks Against War 


Today 95 per cent of our people, including business men, 
want to see the type of life and liberty that Britain and France 
are fighting for preserved from destruction. And at the same 
time 95 per cent of our people want to avoid war itself. Ade- 
quate and vigorous defenses for our country, the restoration 
and strengthening of America’s domestic economy—these are 
the measures that will prove the best bulwark against war, the 
most helpful starting point for contribution to the peace. For 
business men know that without economic peace in the world 
there can never come a stable political peace. 


A Continuing World Conflict 


That lesson has, alas! been proved only too clearly by the 
history of Europe for the last twenty years. For the European 
world is not fighting a brand new war today. It is entering 
upon a third phase of the conflict that began in 1914. The 
second phase, the disastrous economic war, perhaps even more 
devastating than armed conflict, began almost the day after 
the Armistice in 1918 and, with only slight intermissions, con- 
tinued for two decades. The third phase began with Ger- 
many’s re-entry into the Rhineland in 1936, its absorption of 
Austria in 1938, its breach of the Munich Pact made in Sep- 
tember a year ago, its crushing of Czecho-Slovakia last winter, 
and then finally the invasion of Poland last September. Per- 
haps, then, this present struggle is only the third phase of what 


in history may come to be known as the Second Thirty Years 
War. 
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America’s Withdrawal from the Peace 


Roughly, what were the fateful events in their sequence, 
beginning with 1919? First, then, as has so often been pointed 
out, America, having intervened in the war and having fought 
the good fight, withdrew completely from the peace. I am not 
for a moment attempting to argue the wisdom or unwisdom of 
our rejection of the Versailles Treaty and the other peace 
treaties and of the League Covenant, or of our dropping the 
Tripartite Treaty, signed by President Wilson at Paris, under- 
taking with Britain to come to France’s defense against future 
German aggression. The fact is simply that we did with- 
draw. And thus treaties, which depended for their ameliora- 
tion and enforcement upon the continuing participation of the 
United States in world affairs, were largely shorn of their 
constructive features. 


British and French Aims Conflict 


What next? With the tripartite treaty of defense gone with 
the wind, France said in effect: ‘ Surely we shall find the 
Germans invading us again as in 1870 and 1914 unless we 
hold them down militarily and economically.” Britain said, 
‘““ No—to avoid trouble we should build Germany up.” As 
the event showed, the three policies (America to withdraw, 
France to weaken Germany, Britain to strengthen it) all 
worked at calamitous cross purposes. I have perhaps over- 
simplified my history of the nineteen-twenties, but in essence 
I believe it is correct. 


The War of Reparations 


And as one of the consequences there was waged the thir- 
teen-year economic war over German Reparations—what Ger- 
many should pay, what she could pay, what she should be 
forced to pay. That economic conflict, punctuated by the 
tragically unwise invasion of the Ruhr, had its disastrous reper- 
cussions not only throughout Europe, but to the furthermost 
corners of the globe, certainly including America. What 
marked its final phase was the complete financial breakdown of 
Central Europe in the spring of 1931. As a consequence in 
September of that year England was driven off the gold 
standard and its currency rendered so unstable that, after its 
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payment to our government of almost a billion and a half 
dollars in cash on its debt—a fact that seems frequently to 
have been overlooked—it was unable to continue its payments 
to Washington. 


Austro-Hungarian Break-up 


No less a calamity, both political and economic, was the 
break-up of the Austro-Hungarian Empire, as confirmed by 
the Treaty of St. Germain. For generations the political entity 
of Austria-Hungary, despite its disparate racial elements and 
consequent political instability, had been a prosperous region 
of free and uninterrupted trade which acted for Central and 
Southeastern Europe as a great and fertile oasis of economic 
security, at the same time serving as a political bulwark against 
German aggression to the South and Southeast. Vienna was 
the great entrepot for agricultural Hungary and industrial 
Bohemia. It was the centre of beneficent activities, an ancient 
city renowned for its progress in medicine, in music and in 
the arts. The Allied victory brought a wild release of emo- 
tions among the various racial elements of the Empire, and, 
under the several treaties, all this normally prosperous region 
was snipped into pieces, the remaining Austria being only a 
vestige of the old Empire, its glories gone, desolation and 
despair reigning in its doorways. On top of it all, separate 
tariff walls were set up, separate armies, air forces, and all the 
expensive and burdensome paraphernalia that go with modern- 
day armament, plus the intensest and most dangerous kind of 
nationalism. 

America Responsible in Part 


In this process of territorial and economic disintegration 
America must share some degree of responsibility with Britain, 
France and Italy, for, while President Wilson’s ideal principle 
of self-determination of nationalities looked fine on paper, in 
practice it proved an altogether different cup of tea, and the 
dregs were bitter and devastating. And so the treaty of St. 
Germain stands out stark and menacing alongside that of 
Versailles which, despite all the violent criticism it has suffered, 
contained all the elements and constitutional provisions for 
constant revision—revision which might well have been stead- 
ily availed of had the United States not felt impelled to with- 
draw completely from the machinery of the peace. 
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Result of German Inflation 


However, I must not overdramatize the past failures of the 
victorious powers, but rather turn to the ominous developments 
that took place inside Germany. The Empire of William II 
had laid the seeds for its economic downfall by attempting to 
finance its waging of the World War through loans rather than 
through heavy taxation. It had counted upon victory to 
bring rich financial fruits. Defeat intervening instead of vic- 
tory, Germany made a desperate effort, before its currency 
faded into thin air, to foist its marks upon a rather naive and 
credulous outside world. Despite extraordinary progress 
made by the Germans in this field of high financial endeavor, 
there came the Great Inflation that wiped out the German 
bourgeoisie—that great, sober, hard-working, middle class 
that, in an economic sense, had been the backbone of the Reich. 


Violent Social Revolution 


Thus what we have been witnessing in Germany since 1933, 
and even before, has been the progress of a violent and al- 
most complete social revolution. A German friend described 
it to me in terms of a great tidal wave. It came rolling in, 
in great surges from the vasty deep, and, overwhelming the 
country, bore out to sea and oblivion the stable elements of the 
community, leaving cast up upon the shore all the strange 
creatures of the underseaworld of society. They are the ones 
that have been ruling the Third Reich with the strange and 
malevolent practices that have so shocked Western civilization. 
They are the ones who have taught the German people to ig- 
nore the frightful losses which they chose to incur in waging 
the World War, calculated as something like the equivalent 
of 100 billion dollars, and to attribute all their troubles, finan- 
cial and other, to the Versailles Treaty. 


Strength of Allied Cause 


This, then, is a business man’s rough sketch of the economic 
sequences in Continental Europe for twenty years past. What 
for the future? First, as to the war itself, the Allies must 
win. It is inconceivable that any man or nation should be 
able to compel the British and the French people to live in 
subjection to them and to adopt their mode of life. Man can 


[507] 


| 
| 
| 
| 
| 
| 
| 
| 
{ 
| 
| 
| 


130 WAR: AMERICA’S IDLE MEN AND MONEY [XVIII 


never be both bond and free. It is against the nature of things 
that the Fuhrer should be able to continue to overrun one 
sturdy and independent nation after another, declare it to be 
German whether it is or not, and expect it to remain a vassal 
state and part of the Reich. That cannot be done. 

The very fact that the British and French seemed so slow 
in their preparations, their very reluctance to war, their per- 
haps almost naive efforts for appeasement—these are factors 
that have strengthened rather than weakened the moral forces 
of these two countries, have hardened their determination to 
preserve their way of life, and have enhanced the sympathy felt 
for them by so many powerful neutrals, including our own 
country. 

Britain Not Decadent 

No, today, I am one of those who believe that England is 
not decadent. It is the same old country that in Elizabeth’s 
time destroyed the Spanish Armada; in Marlborough’s day 
was the backbone of the coalition against Louis XIV; under 
leadership of the younger Pitt was the backbone of the coali- 
tion which destroyed Napoleon; and in the World War so 
besieged Germany by sea as to hasten that weariness and 
exhaustion which, after Germany had won almost all the 
battles, lost her the War. 

Let us suppose then, that Britain’s sea power and France’s 
wonderful army, magnificently equipped and led—and backed 
by the calm determination of the whole French people, so clear 
to the whole world—will bring victory to the Allies. What 
then? What of the peace? The suggestion that Britain and 
France should be able, with the knife at their throats, to sit 
down calmly and articulate in detail their peace aims is of 
course impossible. But in a larger sense many individuals 
and groups on both sides of the Atlantic are already asking 
the question and attempting to formulate the principle or idea 
of a new world order. In London questions are constantly 
being put in Parliament. The British press is filled with 
articles on the subject. Several important discussion groups 
in England and France are hard at work. 


Economic Peace Essential to Political Peace 
Whatever may prove to be the tenor of all these efforts, it is 
certain that there is one principle, to which [ have already 
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alluded, that must be worked out. As has been indubitably 
shown by the lessons of the last twenty years, there can be no 
world political peace unless we have world economic peace. 
And what American business men and statesmen must realize, 
what the whole American community must understand, is that 
there can be no world economic stability without continuing 
American coéperation to help bring it about and sustain it. Be- 
cause of America’s vast importance as a world power, eco- 
nomically and politically, and because it is a thousand times 
harder to make the peace than to make the war, does it not 
follow that America’s réle is clearly, not to enter the war, but 
to make a great and valuable contribution to the peace? 

What form of economic coéperation, necessary to establish 
peace, recovery and reémployment, may be essential for us 
Americans to render, I have no present idea, any more than 
you. But we can be sure that, whatever it may be, it will 
mean for us the only way of avoiding the heavy sacrifices 
which we shall nave to undertake if we are obliged to meet 
the disasters of continuing and recurrent world conflict and 
world disintegration, in which sooner or later we might readily 
become actively involved. 


Economic Union in Europe 


It is the scheme of an economic United States of Europe, 
that, both abroad and here, is being constantly discussed—an 
economic union not perhaps inclusive at the start but designed 
ultimately to embrace Western Europe. Briand had this 
vision and worked for it. Stresemann saw it. And do you 
recall that on the wall of the room in the Place des Vosges 
in Paris where he died Victor Hugo wrote: “I represent a 
party which does not yet exist. This party will make the 
Twentieth Century. There will issue from it first the United 
States of Europe, then the United States of the World.” 


wo Great Free Trade Areas 


It is impossible to exaggerate the immensely stabilizing ef- 
fects upon the world that a great free trade region in Europe 
would create. It would be measurably the counterpart of the 
great free trade area of our own United States, the most 
prosperous region on the earth. It would be creating a situa- 
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tion that tended strongly to remove at their very roots the 
causes of war. And the task of American economic codpera- 
tion to the end of an enduring peace cannot be confined to our 
government authorities alone. To have any chance of success 
it must command the active and intelligent support of the 
leaders of business and labor. They must put aside their an- 
cient prejudices, must consent to reduced tariffs, and must make 
their thoughtful and determined contribution. Can a greater 
challenge ever be made to the intelligence, the farsightedness 
and courage of our American community? 


The Hope of a Better World 


Is there not hope of a better world to emerge from the con- 
fusion and strife of today? Even amidst the rigors and 
privations of the terrible Peloponnesian War, with Athens 
falling into ruins and Sparta bleeding to death, the Athenian 
philosophers and writers were yet dreaming of a better order, 
of a permanent peace, “A city”, as Aristophanes styled it, 
“where rich and poor, man and woman, Athenian and Spar- 
tan, are all equal and free; where there are no false accusers, 
and where men ”—or at least the souls of men—‘ have wings.” 
That dream of twenty-three and a half centuries ago failed. 
In 1919 it failed. Must it fail, always and forever? May it 
not be possible at the peace that, with the European peoples, 
having the catastrophic failures of the last twenty years be- 
fore their very eyes and willing as never before to place upon 
their sovereignties restrictions designed for a common good, 
the ultimate result even of this war will, despite the apparent 
paradox, mark a step forward in the evolution of Western 
civilization? May it not be possible that mankind will once 
more move onward and that General Smuts may at last, de- 
spite all intervening discouragement, be justified in that thrill- 
ing utterance of his twenty-one years ago: “ The tents have 
been struck and the Great Caravan of Humanity is once more 
on the march.” Upon what America is willing and able to 
do at the peace depends in very considerable measure the 
answer to these questions. (Applause) 
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REMARKS BY THE CHAIRMAN 


CHAIRMAN LAMONT: Once more we thank with all our hearts 
our speakers tonight, General Johnson, Miss Dorothy Thompson 
and Dr. Paul van Zeeland; and we thank again our friends here 
at this high table, for their favoring presence at this dinner. I now 
declare this Academy meeting adjourned. 
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